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Letter to Our Stockholders

Dear Fellow Stockholder:

Once again, Siboney Corporation experienced another challenging year in 2007. Qur revenues decreased 11% 1o
$5.6 million from $6.3 million reported in 2006. Siboney Learning Group accounts for substantially all of our
revenues and experienced an overall decline in software product sales of 15% from 2006 levels.

Approptiately, we lowered our selling, general and administrative expenses 26% to $4.4 million in 2007 from
$6.0 million in 2006. We accomplished this by aggressive cost reduction initiatives, including lower headcount
and salaries. We also received reimbursement for a significant portion of our operating expenses due to a strategic
product development alliance we entered into in early 2007.

As a resule of the foregoing, our loss from operations decreased to $542,858 for 2007 compared to a loss from
operations of $1,497,225 for 2006 and approximately $2,000,000 in 2005.

At the end of 2007, Siboney Corporation recorded an extraordinary gain resulting from the sale of our claim filed
with the United States Foreign Claims Commission for assets seized by the Castro-controlled government of Cuba.
The Company received $1,018,725 cash for the claim. For financial statement purposes, this extraordinary gain
was offset by $10,000 in direct costs and $384,000 in income tax expense.

On a consolidated basis, Siboney Corporation reported a net loss for 2007 of $853,676 after income tax expense
of $715,099 and the net extraordinary gain of $624,725 compared to a net loss in 2006 of $1,012,772 after an
income tax benefit of $654,000.

For a detailed understanding of the impact of income taxes, please refer to pages 37 and 38 of our 2007 Form 10-K,
which is included in this report.

We are proud to report that our flagship product, Orchard Gold Star, was recognized by the Association of
Educational Publishers with the very prestigious Golden Lamp Award, which is their highest award in our industry.
Orchard was also a finalist for “Best Education Solution” in the Software and Information Industry Association’s
CODIE awards, as well as being honored with several other national awards of excellence during the year.

As we write this letter, we are encouraged by increased revenues during the first two months of 2008 as compared
to the like period of 2007. We continue to gain acceptance and orders from our new on-line test practice product,
PracticePlanet™. In late 2007, we belatedly released a new version of our premier product, Orchard Software, which
is being well received as a district wide application for schools. Based on these developments, we are cautiously
optimistic that in 2008 we may experience a reversal of the negative trends of the past few yeats.

In closing, we have found that looking into the future in our industry is very difficult because there are so many
factors thar can contribute to increasing or decreasing sales. Firstly, we are at the mercy of government funding and
the current popular political sentiment about education. Then we must strive to gain access to dollars which are
allocated primarily to teachers and buildings and fuel for transportation.

But we remain positive and are encouraged and enriched every day by our mission to better educate our children.

Sincerely,

%@74%

Timothy J. Tegeler
Chairman and CEQ




About the Company

Introduction

Siboney Corporation, through its subsidiary Siboney Learning Group, Inc., has for a haif century published quality educational
materials for teachers and schools. As the needs of educators and students have evolved over the decades, we have responded
with products that make the best use of teachers’ skills and available resources. In the 1980's, we developed educarional software
targeting essential skills. In the 1990’s, we unveiled Orchard Software. Orchard offers a toral solution for schools by assessing
student achievement of state academic standards, assigning appropriate content to improve student performance, and providing
data management and reporting tools that assist teachers in developing instructional strategies.

Standards-Based Tesls

PractncePIanet Explore a Whole New World of Success

Today, the focus of many schools and districts
. is demonstrating Adequate Yearly Progress
. . (AYP) on standardized tests. Siboney Learning
praCtlceplanet Group is responding with PracticePlanet, an e 0r EIIESOe
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online test practice program designed to enhance student skilis and improve F e ImOODe L
scores on state assessments. Years of research have revealed the positive 0= — !
effects of teaching students to be “test wise.” PracticePlanet is a tool that ** CNEESGHee o
uses state standards-correlated test items, prompt feedback, and interactive ot FEAFE@22e ..’...
games to help students understand and retain the many concepts they are : %
expected to learn. -
PracticePlanet provides educators and students with the features and tools Easy-To-Use Reports
they need in a test practice solution: e o ——==)
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* It's Web-Based.

PracticePlanet’s test practice strategy takes full advantage of Internet-
based technology. The program can be used wherever—and whenever—
an Internet connection is available. There are no messy print materials,
Testitemsare stimulating. Data is automatically aggregated electronically
and presented in a form that is concise and easy-to-read.

¢ It's Targeted.

PracticePlanet’s pretest identifies areas of strength and weakness; after
the student practices the assigned concepts, a post-test shows his or her
level of growth. PracticePlanet’s reporting features provide real-time
student data to pinpoint areas needing additional work.

Papry e e a e -

¢ |t's Motivating and Fun.

A variery of media keep PracticePlanet content engaging and interactive.
Students are rewarded with morivating, fun games and receive
immediate feedback and test results that help them stay focused.

Students who use PracticePlaner at school or at home will explore a new
world of success on standardized tests. Teachers who use PracticePlanet wilk
appreciate its effectiveness and ease of use. Administrators will appreciate
the improvement in test scores and Adequate Yearly Progress.
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Dear Fellow Stockholders:

This year we are pleased to be using the new U.S. Securities and Exchange Commission rule that allows
us to furnish our proxy materials and annual report over the Internet. As a result, we are mailing to our
stockholders a Notice of Internet Availability (“Notice™) instead of paper copies of our Proxy Statement and
2007 Annual Report. The Notice contains instructions on how to access these documents via the Internet.
The Notice also contains instructions on how you can receive a paper copy of our proxy materials, including
this Proxy Statement, our 2007 Annual Report and a proxy card or vote instruction form. Stockholders who
request paper copies of the proxy materials will receive them by mail. We believe that this new process will
conserve natural resources and reduce the high costs of printing and distributing our proxy materials to
approximately 9,500 stockholders.

It is important that your shares be represented whether or not you personally attend the Annual Meeting.
Regardless of the number of shares you own, your vote is important. You may vote by proxy over the Internet
or by telephone or, if you request a paper copy of the proxy materials, by mail. Voting via Internet, telephone
or proxy card in advance will not limit your right to vote in person or attend the Annual Meeting.

To vote by Internet, please access the website, www.proxyvote.com. Have your Notice, proxy card or
vote instruction form in hand when you access the web site and follow the instructions. Use the Internet to

transmit your voting instructions and obtain electronic delivery of information up until 11:59 p.m. (EDT) on
June 2, 2008.

To vote by touch-tone telephone, please call 1-800-690-6903. Please have your Notice, proxy card or
vote instruction form in hand when you call and then follow the instructions. You may vote by telephone at
any time until 11:59 p.m. (EDT) on June 2, 2008.

To vote by mail, please mark, sign and date your proxy card or vote instruction form and return it in the
postage-paid envelope we have provided or return it to Siboney Corporation, ¢/o Broadridge, 51 Mercedes

Way, Edgewood, NY 11717. If you vote by Internet or telephone, please do not mail a form with your vote,

Sincerely,

Siboney Corporation Board of Directors




SIBONEY CORPORATION

325 N. Kirkwood Road, Suite 300
P.O. Box 221029
St. Louis, Missouri 63122

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD JUNE 3, 2008

The Annual Meeting of Stockholders of SIBONEY CORPORATION will be held at Siboney Corporation’s office,
325 North Kirkwood Road, St. Louis, Missouri 63122 on Tuesday, June 3, 2008, at 11:00 a.m., for the following
purposes:

1. To elect a board of six directors; and
2. To transact any other business that may properly come before the meeting or any adjournment thereof.

Only stockholders of record at the close of business on April 4, 2008 are entitled to receive notice of and to vote at
the Annual Meeting or any adjournment thereof. Your attention is directed to the accompanying copy of the
Company’s 2007 Annual Report to Stockholders and the Proxy Statement for the meeting.

Whether or not you plan to attend the Annual Meeting in person, you are urged to vote by Internet,
telephone or, if you received a paper copy of the proxy materials by mail, you can also vote by mail by following
the instructions on the proxy card. If you attend the Annual Meeting and wish to vote in person, you may
withdraw your proxy and vote your shares personally.

BY ORDER OF THE BOARD OF DIRECTORS
Rebecca M. Braddock, Secretary

Saint Louis, Missouri
April 21, 2008

il




PROXY STATEMENT

SOLICITATION OF PROXIES

The enclosed proxy is solicited by the Board of Directors of SIBONEY CORPORATION (the “Company”) for use at the
Annual Meeting of the Company’s stockholders to be held at Siboney Corporation’s office, 325 North Kirkwood Road, St. Louis,
Missouri 63122 on June 3, 2008, at 11:00 a.m., and at any adjournment thereof. Whether or not you plan to attend the meeting in
person, you are urged to vote your shares by Internet, telephone or, by mail if you received paper copies of the proxy materials.

ELECTRONIC NOTICE AND MAILING

Pursuant to the new Securities and Exchange Commission rules, we have elected to make our proxy materials available to you
on the Intemet or deliver paper copies of these materials to you by mail if requested to do so. Accordingly, we will mail a Notice
of Internet Availability of Proxy matertal to our beneficial owners on or about April 24, 2008. On the date of the mailing of the
Notice and for a period of one year, all beneficial owners will have the ability to access all of the proxy materials at the
www.proxyvote.com website.

The proxy materials include:

*  QOur proxy statement for the Annual Meeting
*  Our 2007 Annual Report

If you received a paper copy of these materials by mail, the proxy materials also include a proxy card or vote instruction form
for the Annual Meeting.

The Notice of Internet Availability will:

. Identify the date, time and location of the Annual Meeting, the matters to be acted upon at the meeting and the Board of
Directors’ recommendation with regard to each matter;

»  Contain instructions on how to view our proxy materials for the Annual Meeting on the Internet;

. Contain instructions on how to vote by Internet or in person; and

. Include a toll-free number, an email address and a website where beneficial owners can request a paper or email copy of
our proxy materials.

REVOCABILITY OF PROXY

If, after voting your shares, you desire to revoke your proxy for any reason, you may do so by attending the meeting and
casting a contrary vote or by notifying the Secretary of the Company in writing of such revocation at any time prior to the voting of
the proxy. Merely attending the meeting will not revoke a proxy.

RECORD DATE

Stockholders of record at the close of business on April 4, 2008 will be entitled to vote.

VOTING SECURITIES AND PRINCIPAL HOLDERS THEREOF

On April 4, 2008, there were 16,920,419 shares of common stock, par value $0.10 per share (“Common Stock™), outstanding
and entitled to vote. Each share is entitled to one vote. A majority of the outstanding shares present in person or by proxy will
constitute a quorum at the meeting. Under applicable law, the vote required for the election of directors is a plurality of all votes
cast at a meeting at which a quorum is present. Indications on a proxy to withhold a vote for all nominees for election as director
and broker non-votes have no effect on the results of the vote for the election of directors.
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As of April 4, 2008, the following persons were the only persons known to the Company to be the beneficial owners of more
than 5% of the outstanding Common Stock:

Number of Shares Percent
Name and Address Beneficially Owned of Class
Timothy J. Tegeler 3,183,631(1) 18.49%
325 N. Kirkwood Road, Suite 300
St. Louis, Missouri 63122
U.S. Bancorp (2) 1,248,000 7.37%

800 Nicollet Mall
Minneapolis, Minnesota 55402-7020

(N

)

Includes 1,248,000 shares (7.37%) held by the Jerome F. Tegeler Trust, of which Mr. Tegeler is a trustee and shares
beneficial ownership with U.S. Bank National Association, 477,500 shares (2.82%) held by the Tegeler Foundation, of
which Mr. Tegeler is the managing trustee, and 40,000 shares owned by members of Mr. Tegeler’s family. Also
includes 100,000 shares which are subject to purchase upon exercise of options which are currently exercisable and
200,000 shares which are subject to purchase upon exercise of a warrant which is currently exercisable.

U.S. Bank National Association, a subsidiary of U.S. Bancorp, serves as a co-trustee, along with Mr. Tegeler, of the
Jerome F. Tegeler Trust. U.S. Bancorp and U.S. Bancorp Asset Management, Inc. each has shared voting and
dispositive power with respect to 1,248,000 shares held by the trust.

ACTION TO BE TAKEN UNDER PROXY

Unless otherwise directed by the giver of the proxy, the persons named in the enclosed form of proxy will vote the shares
subject to that proxy:

(D

@

FOR the election of the six persons named herein as nominees for directors of the Company to hold office for one year
or until their successors have been duly elected and qualify; and

according to their judgment as to the best interests of the Company on the transaction of such other business as may
properly come before the meeting or any adjoumnment thereof.

Should any nominee named herein for election as a director become unavailable for any reason, the persons named in the
proxy will vote for the election of such other person as may be nominated by the Board of Directors. The Board of Directors is not
aware of any reason that might cause any listed nominee to be unavailable to stand for election.
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PROPOSAL I — ELECTION OF DIRECTORS - INFORMATION CONCERNING NOMINEES

The following table indicates the names, ages, principal occupations and employment histories of nominees for directors of the
Company, the periods during which they have served as directors of the Company, the number of shares and percentage of the
outstanding Commen Stock of the Company beneficially owned by each nominee as of April 4, 2008 and the nature of such
ownership, as well as the number of shares and percentage of Common Stock beneficially owned by all directors and officers as a
group. Unless otherwise indicated, each individual has held the principal occupation listed for more than the past five years. No
nominee is a director of another company with a class of securities registered under or subject to the requirements of the Securities
Exchange Act of 1934 or which is registered as an investment company under the Investment Company Act of 1940.

Amount and Nature

Name of Director (Age) of Beneficial
and Ownership (1)
Term as Director Principal Occupation or Employment (% of Class)
Rebecca M. Braddock (54)  Vice President, Siboney Corporation, since 1987 and Secretary, Siboney 462,000 (2)
1985 to Present Corporation, since 1985. Treasurer from 1987 to 2005. (2.71%)
William D. Edwards, ir. (49) President Siboney Leaming Group since August 2005, Executive Vice 600,000 (2)
2002 to Present President and Chief Operating Officer, Siboney Corporation since May (2.30%)
2003. Executive Vice President, Siboney Learning Group from May
2003 to August 2005. Chief Operating Officer, Siboney Learning Group
since May 2003. Chief Financial Officer, Siboney Corporation and
Siboney Learning Group since August 2004; prior thereto, Chief
Operating Officer, G.A. Sullivan Company, an information technology
consulting and software development company, since 1996.
John J. Riffle (52) Member, Lewis, Rice & Fingersh, L.C., attorneys at law, since 1989. 285,000 (2)
2005 to Present (1.67%)
Lewis B. Shepley (68) Semi-retired Consultant since 1999. 800,000 (2) (4)
2001 to Present (4.59%)
Timothy J. Tegeler {(66) Chairman of the Board, Siboney Corporation, since 1987 and Chief 3,183,631 (2Y(3)(4)
1979 to Present Executive Officer, Siboney Corporation, since 1985. Chief Financial (18.49 %)
Officer, Siboney Corporation, from 1985 to August 2004. President,
Siboney Corporation, from 1985 to May 2001. Investment executive with
Century Securities, Inc., an investment securities firm, since February
1993. Mr. Tegeler also is the managing trustee of the Tegeler
Foundation, St. Louis, Missouri.
Jerome W. Thomasson (61)  Chairman Thomasson Advisory Group, a financial consulting business, 260,000 (2)
2005 to Present since September 1998; prior thereto, Partner, Ernst & Young, Director of (1.53%)
The Private Bank of St. Louis, a subsidiary of The Private
Bancorporation, from July 2000 to July 2007.
All Directors and Officers 5,590,631 (2) (3) (4)
as a group (6 persons) (30.19%)

(footnotes on following page)



(1) Except as otherwise indicated, each person has sole voting and investment power with respect to all of the shares listed.

(2) Includes the following shares subject to options which are currently exercisable or are exercisable within 60 days
following April 4, 2008: Ms, Braddock — 100,000; Mr. Edwards — 500,000; Mr. Riffle — 100,000; Mr. Shepley -
300,000; Mr. Thomasson — 100,000; and Mr. Tegeler — 100,000. All officers and directors as a group (6 persons) hold
options to purchase a total of 1,200,000 shares.

(3) Includes the shares described in footnote (1) to the table under “Voting Securities and Principal Holders Thereof.”

(4) Includes the following shares subject to warrants which are currently exercisable: Mr. Shepley — 200,000 and Mr.
Tegeler — 200,000.

THE BOARD OF DIRECTORS, COMPENSATION COMMITTEE AND AUDIT COMMITTEE

The Board of Directors held 13 meetings during 2007. All of the Company’s directors attended at least 75% of the meetings
held in 2007 of the Board and committees on which they serve. The committees of the Board consist of a Compensation
Committee and an Audit Committee.

It is the Company’s policy to strongly encourage Board members to attend the annual meeting of shareholders. At the 2007
annual meeting, all directors were in attendance.

Compensation Committee

John J. Riffle, Chairman, Lewis B. Shepley and Timothy J. Tegeler are the current members of the Compensation
Committee, The Compensation Committee determines the salaries and incentive compensation of the officers of Siboney
Corporation and its subsidiaries and provides recommendations for the salaries and incentive compensation of other employees.
The Compensation Committee also recommends the compensation payable to the Company’s Directors. The Compensation
Committee held two meetings in 2007.

The Board has not adopted a separate charter for the Committee. In making this determination, the Board considered the
relatively small size of the Company, the limited number of officers of the Company and the tack of complexity of compensation
packages historically provided by the Company to its officers. The Board has not expressly authorized the Committee to delegate
its authority to other individuals. The Committee has not engaged any outside consultants to perform services in determining or
recommending the amount or form of officer or director compensation.

The Board of Directors has determined that each of the members of the Compensation Committee other than Mr. Tegeler is
independent within the meaning of the listing standards of the New York Stock Exchange. Mr. Tegeler serves on the
Compensation Committee and as an executive officer of the Company. As such, Mr. Tegeler participates in discussions and
decisions of the Committee with respect to his own compensation as an executive officer,

Audit Committee

Lewis B. Shepley, Chairman, and Jerome W. Thomasson are the current members of the Audit Committee. The Audit
Committee reviews, acts on and reports to the Board of Directors with respect to various auditing and accounting matters,
including the selection of the Company’s auditors, the scope of the annual audit, fees to be paid to the auditors, the performance
of the independent auditors and the Company’s accounting practices. Jerome W. Thomasson serves as the Audit Committee
“financial expert” within the meaning of the Securities Exchange Act of 1934, as amended and the regulations issued thereunder.
The Board of Directors has determined that each of the members of the Audit Committee is independent within the meaning of
the listing standards of the New York Stock Exchange. The Audit Committee operates in accordance with a written charter,
which was filed as Appendix A to the Company’s proxy statement on April 2, 2004. The Audit Committee held five meetings in
2007.
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Director Nominations

The Board of Directors identifies, evaluates and selects potential director nominees and otherwise oversees the director
nomination process. The Board has determined that it is appropriate for the entire Board to direct this process instead of
establishing a separate standing nominating committee. In making this determination, the Board considered the relative size of
the Company and the lack of tumover among members of the Board. As such, the Board has not adopted a separate charter with
respect to a nominating committee. Of the currently serving members of the Board, John J. Riffle, Jerome W. Thomasson and
Lewis B. Shepley have been determined by the Board to be independent within the meaning of the listing standards of the New
York Stock Exchange. The nominees for director contained in this proxy statement were approved by the Board.

The Board will consider nominees recommended by members of the Board and by shareholders. The Board may retain
advisors to assist in the identification of director candidates. Any shareholder wishing to nominate a candidate for directorat a
shareholders’ meeting must submit a proposal as described under “Future Proposals of Security Holders™ and furnish certain
information about the proposed nominee, in accordance with the Company’s Bylaws. The notice submission should include
information on the candidate for director, including the proposed candidate’s name, age, business address, residence address,
principal occupation or employment for the previous five years, class or series and number of shares of the Company’s Common
Stock owned beneficially or of record and all other information on the candidate required by regulations relating to proxy
solicitation (including a consent from such person to be nominated and serve as director). In considering a potential nominee for
the Board, shareholders are asked to note that candidates should evidence: personal characteristics of the highest personal and
professional ethics, integrity and values; an inquiring and independent mind and practical wisdom and mature judgment; broad
training and experience at the policy-making level in business, government or community organizations; expertise that is useful to
the Company and complementary to the background and experience of other Board members; willingness to devote a required
amount of time necessary to carrying out the duties and responsibilities of Board membership; commitment to serve on the Board
over a period of several years to develop knowledge about the Company, its strategy and its principal operations; willingness to
represent the best interests of all shareholders and objectively appraise management performance; and invelvement in activities or
interests that do not create a conflict with the nominee’s responsibilities to the Company. The notice submission should be
addressed to: Corporate Secretary, Siboney Corporation, 325 N. Kirkwood Road, Suite 300, P.O. Box 221029, St. Louis, Missouri
63122.

Shareholder Communications

Shareholders whe desire to communicate with members of the Board should send correspondence addressed to: Corporate
Secretary, Siboney Corporation, 325 N. Kirkwood Road, Suite 300, P.O. Box 221029, St. Louis, Missouri 63122, All appropriate
shareholder correspondence is forwarded by the Secretary to the individual Board member to which the correspondence is
addressed. The Company does not, however, forward sales or marketing materials or correspondence not clearly identified as
shareholder correspondence.

INFORMATION CONCERNING EXECUTIVE OFFICERS

The executive officers of the Company are Timothy J. Tegeler, Rebecca M. Braddock and William D. Edwards, Jr. Mr.

Tegeler has served as Chief Executive Officer of the Company since 1985 and as Chairman of the Board since 1987, and was

_President of the Company from 1985 to May 2001 and Chief Financial Officer from 1985 to August 2004. Ms. Braddock has
served as Secretary of the Company since 1985, as Vice President since 1987 and was Treasurer from 1987 to August 2005, Mr.
Edwards has served as Executive Vice President and Chief Operating Officer of the Company since May 2003, Chief Financial
Officer of the Company since August 2004, President of Siboney Learning Group since August 2005, Executive Vice President of
Siboney Learning Group from May 2003 to August 2005, Chief Operating Officer of Siboney Learning Group, Inc. since May
2003, Chief Financial Officer of Siboney Learning Group since August 2004, a Director of the Company since December 2002
and as a Director of Siboney Learning Group, Inc. since May 2003. Prior thereto, Mr. Edwards served as Chief Operating Officer
of G.A. Sullivan Company, an information technology consulting and software development company, since 1996. Information
regarding ownership of the Company’s stock by executive officers may be found above in the section entitled “Proposal 1 —
Election of Directors — Information Concerning Nominees.”

Each of the executive officers serves at the discretion of the Board of Directors of the Corpany.
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DIRECTOR COMPENSATION FOR 2007

The following table sets forth information concerning compensation earned by the Company’s non-employee directors in
fiscal year 2007:

Change in
Pension Value
and
Fees Non-Equity Nonqualified
Earned Incentive Deferred
or Paid Stock Option Pian Compensation All Other
in Cash Awards Awards Compensat Earnings Compensation Total
Name Year (5 (5) (&3] ion ($) (%) (L)) (1]
John J. Riffle 2007 3,600 — — — — — 3,600
Lewis B. Shepley 2007 3,600 — — — — —_ 3,600
Jerome W. Thomasson 2007 3,600 — — — — —_ 3,600

Additional Information about Director Compensation for 2007

The Company structures director compensation to attract and retain non-employee directors. The Compensation Commiittee
of the Company’s Board of Directors determines the compensation payable to these directors.

Each non-employee director currently receives cash directors’ fees of $3,600 per year.

Upon commencement of a director’s term of service on the Board, a non-employee director is typically awarded an initial
option to purchase shares of the Company’s Common Stock. The number of shares underlying this initial stock option award is
determined on a case-by-case basis by the Committee at the time Board service commences and varies depending on the
anticipated level of service to be provided by the director, including any service on committees of the Board. Historically, the
number of shares of the Company’s Commeon Stock underlying this initial option award is between 100,000 and 200,000 shares.
Non-employee directors may be granted additional options to purchase shares of the Company’s Common Stock as determined by
the Committee from time to time. In making these awards, the Committee considers the historical and anticipated level of service
provided by the director, including any service on committees of the Board

EXECUTIVE COMPENSATION

Summary Compensation Table
The following table reflects compensation paid or payable by the Company and its subsidiaries for the two year period ended

December 31, 2007 to the Company’s principal executive officer and principal financial officer (together, the “named executive
officers™):
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Change in

Pension
Value and
Non-Equity Nonqualified (2)
(1) Incentive Deferred All
Stock Option Plan Compensation Other
Name and Principal Salary Bonus  Awards Awards  Compensation Earnings Compensation Total
Position Year ($) ()] (3) (5) (5 (s) %) ()]
Timothy J. Tegeler,
Chairman of the Board 2007 86,547 — — —_ - — — 86,547
and Chief Executive
Officer 2006 85,256 — — 2,500 — — 1,535 £9,291
William D. Edwards, Ir.,
Executive Vice
President, Chief 2007 219,519 — — — —_ — — 219,519
Operating Officer and
Chief Financial Officer 2006 215,270 — — 7,000 —_ — 3,875 226,145
4} Represents the dollar amount recognized for financial statement reporting purposes during 2006 in accordance with FAS 123(R).

Please refer to Note 10 in the Notes te Consolidated Financial Statements contained in the Company’s Annual Report on Form 10-K,
filed on March 28, 2008, for a discussion regarding the valuation of the Company’s stock options.

(2} The amounts in this column represent employer-matching contributions under the Company’s 401 (k) plan.

Additional Information About Compensation in the Last Fiscal Year

Annual Incentive Plan — Bonus amounts for a fiscal year are granted by the Compensation Committee of the Board of
Directors under the Company’s Annual Incentive Plan. The Plan is applicable to all employees of the Company, including the
Company’s named executive officers. Under the Plan, at the beginning of each fiscal year, the Committee selects a measure of
Company performance and sets three targeted levels for that measurement to be achieved by the Company during the year. If a
targeted level of Company performance is achieved, each eligible employee will receive: (1) a cash bonus equal to a percentage of
their base salary (excluding commission), and (2) to the extent an employee is eligible to participate in the Company’s 401(k)
plan, an employer contribution to the plan equal to a percentage of that employee’s total salary (including commission). The
Committee sets the applicable percentages for each targeted level of performance, with the percentages increasing at each level.
Amounts are paid to employees at the beginning of the fiscal year following the year in which the targets are set.

At the beginning of 2007, the Committee selected net income before taxes as the performance measure. The Committee set
three targeted levels for this measure to be achieved by the Company in 2007. If the Company had achieved the first targeted
level of net income before taxes, each named executive officer would have receive 1.5% of his base salary as a cash bonus and
1.5% of his total salary as an employer contribution to his 401(k) plan. For the second and third targeted levels of net income
before taxes, the applicable percentages for both categories of bonuses were 2.5% and 3.75%, respectively. The Company did not
achieve any of the targeted levels of performance in 2007 and no amounts were paid to named executive officers under the plan.

Employment Arrangement With William D. Edwards, Jr. — The Company entered into an employment agreement with
William D. Edwards, Jr. in December 2004 for the period through May 4, 2005. Unless the employment agreement is terminated
by Mr, Edwards on at least 90 days’ notice, or by the Company for cause or upon Mr. Edwards’s death or disability, then the
agreement continues on a year-to-year basis after May 4, 2005. Although the stated base salary under this agreement is $226,600,
Mr. Edwards and the Company agreed to a lower base for seven months of 2007.

If the agreement is terminated by the Company for other than cause, Mr. Edwards is entitled to termination pay equal to his
annual base salary payable semi-monthly, Mr. Edwards is provided medical and life insurance and other fringe benefits normally
accorded the Company’s executives. The Company also will pay or reimburse Mr. Edwards for reasonable expenses he incurs in
the interest of the Company’s business. Under the agreement, if a change of control of the Company occurs and Mr. Edwards is
terminated within one year thereafter, Mr. Edwards will receive severance pay in a lump sum equal to the greater of his then
current annual salary or his annual salary immediately prior to the change of control. Mr. Edwards is prohibited from competing
with the Company for a period of 18 months after termination of his employment.
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Qutstanding Equity Awards at Fiscal Year-End for 2007

The following table lists certain information concerning option holdings as of the end of 2007 of options to acquire shares of
the Company’s Common Stock held by the named executive officers:

) Option Awards

Number of Equity
Securities Incentive
Underlying Plan
Number of Securities Unexercised Awards: Number of
Underlying Options Securities Underlying Option Exercise
Unexercised Options # Unexercised Unearned Price Option Expiration
Name (#) Exercisable Unexercisable Options (#) (3] Date
Timothy J. Tegeler 50,000 — — 0.3163 5/10/10
50,000 0.1815 5/16/11
William D. Edwards, Jr. 500,000 — — 0.20 5/13/08

Change of Control, Severance and Termination Payments

Under the Company’s employment agreement with William D. Edwards, Jr., Mr. Edwards is entitled to termination pay equal
1o his annual base salary payable semi-monthly if the agreement is terminated by the Company for other than cause. If a change
of control of the Company occurs and Mr. Edwards is terminated within one year thereafter, Mr. Edwards will receive severance
pay in a lump sum equal to the greater of his then current annual salary or his annual salary immediately prior to the change of
control, Mr. Edwards is prohibited from competing with the Company for a peried of 18 months after termination of his
employment. If Mr. Edwards had been terminated for other than cause on December 31, 2007, the last business day of the
Company’s last completed fiscal year, then Mr. Edwards would have been entitled to receive $226,600 as a severance payment
under this agreement. Mr. Edwards would have been entitled to receive that same amount if a change of control of the Company
had occurred on that date and Mr. Edwards had been terminated within one year thereafter.

TRANSACTIONS WITH DIRECTORS AND EXECUTIVE OFFICERS

In connection with the Company’s renewal of its bank loan in March 2007, the bank required that the Company cbtain
$200,000 of subordinated debt from two of its directors. On March 21, 2007, the Company issued to each of Timothy J. Tegeler
and Lewis B. Shepley a secured, subordinated promissory note in the principal amount of $100,000. Each loan is secured by a
junior lien on substantially all of the Company’s assets and is subordinated to the Company’s bank debt. The subordinated debt
matures in March 2009 and bears interest at 10% per annum (which the Company may pay in cash or in-kind). As of April 4,
2008, the amount outstanding for each loan, including accrued interest was $110,983.61. As an inducement to Mr. Tegeler and
Mr. Shepley, the Company issued to each of them five-year warrants to purchase 200,000 shares of the Company’s common stock
at $0.01 per share. The Board, without the participation of Messrs. Tegeler and Shepley, pre-approved each of these transactions.

REPORT OF THE AUDIT COMMITTEE

The Audit Committee oversees the financial reporting process for the Company. Management has the primary responsibility
for the financial statements and the reporting process, including the systems of internal controls. In fulfilling its oversight
responsibilities, the Audit Committee reviewed and discussed with management the audited financial statements inctuded in the
Company’s Annual Report on Form 10-K for the year ended December 31, 2007 filed with the Securities and Exchange
Commission.

The Audit Committee has discussed with the independent auditors the matters required to be discussed by Statements on
Accounting Standards (SAS) No. 61.

The Audit Committee has received from the independent auditors the written disclosure and the letter required by
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Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees). In connection with this
disclosure, the Audit Committee has discussed with the independent auditors the auditors’ independence from management and
the Company.

In reliance on the reviews and discussions referred to above, the Audit Committee recommended to the Board of Directors
that the audited financial statements be included in the Annual Report on Form 10-K for the year ended December 31, 2007 for
filing with the Securities and Exchange Commission.

Lewis B. Shepley, Chairman Jerome W. Thomasson

INDEPENDENT PUBLIC ACCOUNTANTS

RubinBrown LLP was the Company’s independent registered accountants for the year ended December 31, 2007 and has
been selected as its independent registered public accountants for 2008. A representative of RubinBrown LLP is expected to
attend the annual meeting and will have the opportunity to make a statement, if desired, and respond to appropriate questions
trom stockholders. :

The following table sets forth the amount of audit fees and all other fees billed or expected to be billed by RubinBrown LLP
for the years ended December 31, 2007 and 2006:

2007 2006
Audit fees (1) $ 72,500 $ 58,000
Audit-related fees (2) 5,400 -
Tax fees (3) 16.000 17,450
Total fees $.93,900 $75.450

(1) Annual financtal statement audit, limited quarterly review services, and review of documents filed with the Securities
and Exchange Commission.

(2) Consultations regarding financial reporting and accounting standards.

(3) Income tax services, other than those directly related to the audit of the income tax accrual. Includes preparation of tax
returns and assistance with tax notices.

All audit and non-audit services provided by the independent auditors in 2007 were pre-approved.

POLICY REGARDING THE APPROVAL OF INDEPENDENT AUDITOR PROVISION
OF AUDIT AND NON-AUDIT SERVICES

Consistent with Securities and Exchange Commission requirements regarding auditor independence, the Audit Committee
has adopted a policy to pre-approve all audit and permissible non-audit services provided by the independent auditor. Under the
policy, the Committee must pre-approve services prior to commencement of the specified service.

ANNUAL REPORT

The 2007 Annual Report to Stockholders of the Company accompanies this proxy statement.
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FUTURE PROPOSALS OF SECURITY HOLDERS

Under the Company’s Bylaws, nominations for directors and proposals of business to be considered by stockholders at an
annual meeting may be made (1) pursuant to the Company’s notice of meeting, (2) by the Board of Directors, or (3) by a
stockholder entitled to vote who has delivered notice to the Company within 90 to 120 days before the first anniversary of the
date of the mailing of the notice for the preceding year’s annual meeting. For the 2009 annual meeting, notices delivered in
accordance with this requirement would need to be received by the Company on or after December 17, 2008 but before January
15, 2009.

Any stockholder who intends to submit a proposal for inclusion in the proxy statement for the 2009 annual meeting of
stockholders pursuant to the applicable rules of the Securities and Exchange Commission must send the proposal to be received
by the Company’s Corporate Secretary by December 17, 2008. Stockholder proposals submitted after that date but before
January 15, 2009, may be presented at the annual meeting if such proposal complies with the Company’s Bylaws, but will not be
included in the Company’s proxy materials. Proposals should be addressed to: Rebecca M. Braddock, Secretary, Siboney

Corporation, P.O. Box 221029, St. Louis, Missouri 63122. Upon receipt of any such proposal, the Company will determine

whether or not to include such proposal in the proxy statement and proxy in accordance with regulations governing the

solicitation of proxies and the Company’s Bylaws.

SECTION 16(a) BENEFICIAL OWNERSHIP COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires that the Company’s executive officers and
directors, and persons who own more than 10% of the Company’s outstanding stock, file reports of ownership and changes in
ownership with the Securities and Exchange Commission. To the knowledge of the Company, all Section 16(a} filing
requirements applicable to its executive officers, directors and greater than 10% beneficial owners were complied with on a
timely basis during the year ended December 31, 2007.

MISCELLANEOUS

The Company will pay the cost of soliciting proxies. In addition to solicitation by use of the mails, certain officers and
regular employees of the Company may solicit the retumn of proxies by telephone, telegram or personal interview but wili not be
compensated for such services. The Company may request brokerage houses and custodians, nominees and fiduciaries to forward
soliciting material to their principals and will reimburse them for their reasonable out-of-pocket expenses.

OTHER BUSINESS

The Board of Directors knows of no business to be brought before the annual meeting other than as set forth above. If other
matters properly come before the meeting, it is the intention of the persons named in the solicited proxy to vote the proxy on such
matters in accordance with their judgment as to the best interests of the Company.

A copy of our 2007 Annual Report on Form 10-K filed with the Securities and Exchange Commission {inciuding
related financial statements and schedules but excluding exhibits) is available to stockholders, without charge, upon
written request to Rebecca M. Braddock, Secretary, Siboney Corporation, P.O. Box 221029, St. Louis, Missouri 63122.
The Form 10-K is also available to view and print through our website (www.siboney.com) as well as the Securities and
Exchange Commission’s website (www.sec.gov).

BY ORDER OF THE BOARD OF DIRECTORS

Rebecca M. Braddock, Secretary
Saint Louis, Missouri

April 21, 2008
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PART |
Item 1. Business

General - Siboney Corporation was incorporated in the State of Maryland in 1955, Our principai business is
the publishing of educational software products in core academic areas, primarily for schools.

Unless the context indicates otherwise, references to us, our, we or the “Company” in this report include
Siboney Corporation and its subsidiaries.

Business - General Description And Current Developments - Our principal subsidiary, Siboney Learning
Group, Inc., publishes standards-based educational software products for reading, language, mathematics,
science, writing and English as a Second Language, primarily for K-12 students and adult learners.

We publish four comprehensive software product lines:
» Orchard Software® for Your State ("Orchard”)
o  GAMCO Educational Software
« Educational Activities Software
» PracticePlanet®

We believe that these products position us to appeal to the different budgets and spending patterns found in
classrooms, schools, school districts and adult learning centers.

The passage and implementation of the No Child Left Behind Act (“NCLB") in 2002 placed higher standards
for accountability, research-based products, instructional improvement and data-driven decision-making upon
all public schools in the United States. As a result, we have focused on developing, upgrading, selling and
marketing of our Orchard product line. We believe that Orchard is a cost-effective solution for schools facing
growing pressures to demonstrate Adequate Yearly Progress and instructional improvement as mandated by
NCLB.

NCLB requires every public school to have annual assessments in reading and in math in grades 3-8 and
once between grades 10-12. Schools are also to assess all children in science at least once between the
grades 3-5, 6-9 and 10-12. Although the science assessments are required, the results, under current law, will
not be used for purposes of determining adequate yearly progress. Each school must meet state-specific
annual mandates for adequate yearly progress or be classified as a failing schoo!. Failing schools face
serious consequences, from losing accreditation to relinquishing administrative control. NCLB requires 100%
proficiency in reading and math for all public school students in grades 3-8 by school year 2013-2014, which
places increasingly difficult demands upon schools for instructional improvement and satisfactory progress
towards 100% proficiency.

Orchard integrates the results of subject specific assessment tests which are based upon state standards, with
individualized instruction from over 160 Skill Trees (i.e., individual software programs} in K-12 reading,
language, mathematics and science. Orchard’s assessment identifies areas of academic weakness for each
student within his/her state's grade-specific standards of learning. Orchard then prescribes an individualized
learning path for each student as students interact with a wide variety of motivating instructional approaches
that appeal to different learning styles. Orchard’s management system tracks student progress for teachers
and administrators who are facing increasing pressure for data-driven decision making as mandated by NCLB.
Interim assessment tools can be used to measure educational gains and to prepare students for their high-
stakes state tests.

Over 9,000 schools use Orchard in computer fabs, learning centers and classrooms to supplement core
instruction. Unlike many competitive comprehensive soclutions, Orchard's solution is delivered as an unlimited
network/site license with no required recurring fees. Orchard’s scalable product configurations allow schools
with limited budgets to make a modest initial investment by purchasing individual Skill Trees and then to grow
their Orchard solution with future purchases of larger curriculum bundles.

In early 2007 we were notified that Orchard Gold Star was a finalist for “Best Education Solution” in the
Software & Information Industry Asscciation’s 22nd annual CODIE Awards. In April 2007 cur Orchard Gold
Star 7-9 bundle was awarded ComputED’s Bessie award for Best Educational Software in the Middle School
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Language Arls category. In June 2007 Orchard Gold Star was awarded the Golden Lamp award in the
Technology category by the Association of Educational Publishers and in September 2007 Orchard Gold Star
was honored with a Technology & Learning 2007 Award of Excellence.

As of December 31, 2007, we have approximately 16 people on product development teams who develop new
instructional content, upgrade product features, ensure compatibility with new hardware and network operating
systems and test for quality assurance. We released an update to Orchard in 2007 which included new
curriculum titles and updated graphics, along with enhanced assessment and reporting capabilities.

Orchard is sold through a network of independent dealer representatives, direct field and inside sales
representatives who actively call on schools to sell comprehensive curriculum- and technology-based learning
solutions. A majority of our Orchard business is repeat business from schools or school districts that benefit
from Orchard’s scalability by acquiring additional Skill Trees or bundles. We believe that Orchard has
become a recognized competitor in the growing comprehensive instructional software market as a result of its
motivating and research-based instructional content, its strong correlations to state objectives and tests, and
its cost-effective and scalable pricing structures. QOrchard contributed 80%, 82% and 77% of our revenue for
the years 2007, 2006 and 2005, respectively. A version of Orchard (Orchard Home) appropriate for home
users is sold through a direct-to-home marketer of educational products. This reseller relationship provides us
with access to the home market without the costs associated with retail distribution.

We also publish two titles-based instructional software product lines:

GAMCO Educational Software (*GAMCQ™) is our original software product line. GAMCO provides
schoois with single titles and curriculum solutions which we believe are highly motivating and
engaging. GAMCO products are sold through the major national and regional school software catalog
dealers, our inside sales force, direct catalogs and direct promotions. All GAMCO titles include
management features that track student progress and allow teachers to modify the instruction to meet
individual learning needs. Popular titles include Touchdown Math, Math Concepts, Language
Concepts and Phonics. Many of our GAMCO titles have recently been updated to run under the
Macintosh OS X and Microsoft Vista operating systems in an effort to pursue sales in this underserved
market. Our GAMCO product line contributed 5%, 6% and 8% of our revenues for the years 2007,
2006 and 2005, respectively.

Qur Educational Activities Software ("EAS") line has been a leading publisher of software for the
middle school to adult learner market for more than 20 years. Best known for its Diascriptive Reading
Series, EAS has traditionally sold its products to schools, community colleges, adult learning centers
and correctional facilities through a network of independent representatives. EAS is our primary
product offering for the adult learning market. We have allocated programming resources to upgrade
and enhance these titles as a result of a perceived increase in demand for adult learner and remedial
products. This product has represented 7%, 8% and 9% of our revenues for the years 2007, 2006
and 2005, respectively.

On February 2, 2007, Siboney Learning Group and Edumatics Carporation, a California corporation
{"Edumatics”}, entered into a Strategic Alliance and Joint Development Agreement. The Strategic Alliance and
Joint Development Agreement calls for Siboney and Edumatics to jointly develop an online product {named
PracticePlanet™) to assist elementary and middle school students in preparing for their annual high-stakes
state tests, using intellectual property provided by Siboney. We began offering PracticePlanet™ in August
2007. PracticePlanet™ is marketed, sold and supported using Siboney’s employees and independent sales
channels. The terms of the agreement required Edumatics fo make a one-time payment to Siboney in the
amount of $240,000 in order to equally share in the cost of the software development. Edumatics also agreed
to compensate Siboney for Edumatics' share of the agreed upon value of the intellectual property provided by
Siboney. Ongoing working capital required to market, sell and support the product will be equally contributed
between Siboney and Edumatics. All revenues generated from the product will also be equally shared
between the two parties, provided that Siboney will be entitled to a disproportionate share of the revenues until
it has received $250,000 from the preferential allocation.

PracticePlanet™ is an anline test practice program designed to enhance student skills and improve scores on
state assessments. PracticePlanet™ uses test items which are correlated to state testing standards, prompt
feedback and interactive games designed to keep students engaged. A robust management system allows
educators to track progress at the student, class and school level. The online delivery system allows students
and teachers to have access to PracticePlanet™ wherever an Internet connection is available. Test and
practice results are automatically aggregated and presented in a form that is concise and easy to use.
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We also have certain natural resources interests, including coal, oil and gas, through Siboney Coal Company,
inc. and other subsidiaries which were not material to our results of operations or financial condition for several
years before 2007. Royalties received are dependent upon coal prices and production. We received $70,603,
$6,605 and $4,379 of royalties and lease payments, during 2007, 2006 and 2005 respectively.

Prior to 1958, the Company held oil exploration rights covering approximately four million acres in Cuban
territory, which were expropriated. The Company filed claims against the Cuban government with the United
States Foreign Claims Settlement Commission which certified the Company's loss as $2,454,058 plus interest
from November 1959. No funds have been appropriated to satisfy such claims. In December 2007 Siboney
Corporation sold this claim to an unrelated party for a cash payment of $1,018,725.

Sources and Availability of Raw Materials — Raw materials are generally available and are purchased from
a wide range of suppliers. Shortages are not anticipated.

Copyrights and Licenses — We hold various copyrights and license rights, which are material to our
business. We license certain software under licensing agreements. That software is built into our products
and we have to achieve minimum sales and make related royalty payments over a specified number of years
under the agreements. The licensing agreements are renewable after their initial term has expired.

Seasonality — We typically experience our highest levels of sates and accounts receivable in the educational
products business in the second quarter of the calendar year.

Working Capital Items — We do not purchase or maintain material inventories in advance of sales of
products, although certain materials are purchased in larger quantities to obtain volume discounts. We do not
routinely offer extended terms for payment, but historically some public school districts and public educational
institutions have delayed making payment until appropriated funds become available. Siboney Learning
Group accepts returns for 90 days from the date of purchase if a customer is not satisfied. Returns
approximated 2% of sales in 2007 and 3% of sales in 2006 and 2005.

Dependence on Limited Number of Customers — Sales to Brainstorm USA represented 15.2%, 16.5% and
12.6% of total revenues for 2007, 2006 and 2005, respectively.

Backlog — We historically do not have a material backlog of orders. Our deferred revenue was $106,330 and
$190,708 at December 31, 2007 and 2006, respectively. We expect all of our deferred revenue as of
December 31, 2007 will be recognized during 2008,

Government Business — Sales of Sihoney Learning Group’s computer software products are substantially
dependent upon expenditures of school districts and individual schools. Although a substantial portion of
Siboney Learning Group's business is done with governmental subdivisions, such business is not subject to
price renegotiation or termination at the election of the government.

Environmental Impact — Present federal, state and local provisions regulating the discharge of materials into
the environment or otherwise relating to the protection of the environment are not material to us.

Software Development — We capitalize software development costs when we determine that it is
technologically feasible to produce the software title. We amortize these costs on a product-by-product basis
at the greater of the ratio of a product’s current gross revenue to the total of its current and anticipated future
gross revenues or the straight-line method over the estimated econaomic life of the products, which is generally
estimated to be 48 months.




Competition — We operate in highly competitive markets, which are subject to ongoing technological change
and are expected to continue to require relatively high research and development expenditures. A number of
our competitors are significantly larger and have substantially greater resources than us. We compste on the
basis of price and effectiveness of software in achieving intended results.

Competitors in the comprehensive learning systems market include the following major publishers:
Pearson Digital Learning

Plato Learning

Compass Learning

Houghton Mifflin/Riverdeep

Personnel — As of December 31, 2007, we had 45 full-time employees. Our employees are not represented
by any union.

Website — Our website address is http://www.Siboney.com. Our annual reports on Form 10-K, quarterly
reports on Form 10-Q and current reports on Form 8-K can be accessed through our website via the “SEC
Filings” link to the SEC’s EDGAR database. Reports are available on the SEC’s website at www.sec.gov.

Our website and the information contained in it and connected to it shall not be deemed incorporated by
reference into this Form 10-K.

Forward-Looking Statements

This report contains certain statements regarding future results, performance, expectations or intentions that
may be considered “forward-looking statements” as that term is defined in Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934. Any forward-looking statements are
necessarily subject to significant uncertainties and risks. When used in this report, the words “believes,”
“anticipates,” “intends,” “expects” and similar expressions are intended to identify forward-looking statements.
Actual results could be materially different as a result of various uncertainties.

Factors that could cause actual results to differ materially from the forward-looking statements include, but are
not limited to, the following:

» Risks associated with our ability to access capital to finance our business including our ability to meet
our obligations under our bank loans.

Risks related to our customers' dependence on government funding to purchase our products.

Risks associated with our ability to compete with well-established and well-funded competitors.

Qur ability to retain key personnel.

Our ability to motivate our independent dealer representatives to sell our products.

Changes in market acceptance and demand for curriculum-based educational software, including the

effects of possible changes to NCLB requirements.

Risks associated with acceptance of statistical studies.

Risks associated with the launch of our new PracticePlanet™ online test practice product.

+ Risks associated with our ability to comply with the requirements of Section 404(a) of the Sarbanes-
Oxley Act of 2002.

¢ Risks that we may not receive payments from our natural resources interests.

No assurances can be given that the results contemplated in any forward-looking statements will be achieved
or will be achieved in any particular timeframe. We assume no obligation to publicly correct or update any
forward-looking statements as a result of events or developments subsequent to the date of this report. The
reader is advised, howaver, to consult any further disclosures the Company makes on related subjects in
reports to the SEC.

Risks associated with the constant changes in the technologies used to build and deliver our products.




Item 1A. Risk Factors

The following factors should be carefully considered in conjunction with the other information in this Form 10-K
in evaluating our Company:

Our ability to access sufficient capital to finance operations may be adversely affected by decreased
operating results.

We may not be able to access capital in the future to meet our liquidity needs and finance our operations and
future growth. Any future deterioration in our operating results or cash flow may impair our future ability to
raise additional funds to finance operations. As a result, we may not be able to maintain adequate liquidity to
support our operations or achieve our future growth. We also may not be able to comply with covenants
contained in our loan documents.

Our revenues depend to a large degree on government funding of our customers.

We derive a significant portion of our revenues from public school funding, which is heavily dependent on
federal, state and loca! government programs. Government budget deficits may adversely affect the
availability of this funding or the portion of funding that can be spent on our products. A significant reduction of
funds allocated to schools under Title | of the Elementary and Secondary Education Act, for example, could
have a material adverse effect on our business, financial condition and results of operations.

Certain states receive a substantial portion of Title | funds due to high numbers of eligible students. If large
numbers of schools in such states were to discontinue purchasing our products and services, our revenues
and financial condition could be harmed.

A number of changes are being proposed to the NCLB legislation which could impact federal funding,
achievement goals, testing and reporting requirements. Some of these proposed changes, if enacted, could
adversely impact the effectiveness of our products and as a result.could harm our revenues and profitability.

Increased competition by larger companies may adversely affect the demand for our products and
services.

The education technology industry is extremely competitive. Demand for particular products and services may
be adversely affected by the existing or future competitive products from which a prospective customer may
choose. Qur competitors include large companies with substantially greater financial, technical and marketing
resources. We may be required to increase spending in response to competition in order to pursue new
market opportunities or to increase investment in research and development efforts. As a result of this
additional spending, our future operating results may be adversely affected. Increased competition in our
industry could result in price reductions, reduced operating margins or loss of market share, any of which
could seriously harm our business, cash flows and results of operations.

Our future growth prospects are materially affected by our ability to respond to rapid technological
changes in our industry.

The education technology industry is characterized by rapid technological change, frequent product
introduction and evolving industry standards. Our future growth witl depend on a number of factors, including
our ability to enhance our existing products, develop and successfully introduce new products and respond
quickly to technological change. We might not have sufficient resources to make the necessary investments
to develop and implement the technological advances required for our future success in this industry.

Our products involve integration with both operating systems and products developed by others. If third-party
software that we rely upon is discontinued, fails to integrate with our products or fails to be supported by its
respective vendors or to operate properly, we would have to reprogram our products. We cannot be certain
that we could reprogram our products in a cost-effective or timely manner. If third parties release new
versions of these systems or products before we develop products compatible with such new releases,
demand for our services and products might decline, which could harm our revenues and profitability.




Our future success is significantly dependent on our ability to attract and retain key personnel.

Our future success depends to a significant extent upon the continued active participation of certain key
members of management. Highly-skilled employees are in great demand in our industry. Our key employees
may terminate their employment with us at any time. The loss of the services of key employees could
significantly harm our ability to develop new products and maintain customer relationships.

Sales of our products and services are dependent to a large degree on our ability to retain and
motivate independent dealer representatives.

Over half of our sales are generated by our network of independent dealer representatives. The majority of
these dealers represent multiple product lines. Our fulure success depends upon our ability to retain and
motivate our dealers to sell our products. Decreases in sales through our dealers could adversely affect our
business, cash flows and results of operations.

Decreased market acceptance of education technology products would adversely affect our operating
results.

Our Company depends on continued investment by public school systems in curriculum-based educational
software. There can be no assurance that educational institutions and/or individual educators will continue to
invest in education technology. The Internet and the delivery of curriculum by electronic means may transform
the industry and the current means for schools to access content. A decrease in market acceptance and
investment in education technology products could seriously harm our business, cash flows and results of
operations.

Statistical studies we use to demonstrate the effectiveness of our products could adversely affect our
marketing efforts.

There is ongoing demand from NCLB and other sources for research and studies to demonstrate the
effectiveness of educational programs and products. Qur sales and marketing efforts could be adversely
impacted if potential customers perceive these studies to be biased due to our involvement or if the results of
these studies are not representative or favorable, which could lead to lower than expected revenues.

There are risks associated with the launch of our new PracticePlanet™ online test practice product.

We have invested significant resources into the development of PracticePlanet anticipating that we will be able
to sell this product to recover our investment and the investment provided by our collaborator, Edumatics,
which we anticipate will improve the liquidity and operating results of Siboney Learning Group. If we are
unable to meet sales targets Edumatics has the right under our agreement to either assume or sub-assign the
marketing to a third party or liquidate the program. |f Edumatics assumes full responsibility for the marketing
of the program we would be entitied to a share of any proceeds after expenses under the terms of the
agreement. Our inability to market and sell this product could negatively impact our future liquidity and results
of operations.

Compliance with the Sarbanes-Oxley Act of 2002 requires substantial financial and management
resources.

We are required to comply with the requirements of Section 404(a) of the Sarbanes-Oxley Act of 2002 as of
December 31, 2007. Section 404 requires us to evaluate and report on our system of internal controls over
financial reporting, however, we are not required to have our independent accountants report on this

- avaluation or certify our compliance with the rules related to our system of internal controls until December 31,
2008. If we fail to maintain adequate internal controls, we could be subject to various sanctions. Any inability
to provide reliable financial reports could harm our business. Any failure to implement required new or
improved controls, or difficulties encountered in the implementation of adequate controls over our financial
processes and reporting in the future, could harm our operating results or cause us to fail to meet our reporting
obligations. Inferior internal controls could also cause investors to lose confidence in our reported financial
information, which could have a negative effect on the trading price of our stock.




We may not receive payments from our natural resources interests.

We improved our liquidity during 2007 through the receipt of payments under royalties from our natural
resources interests including coal, oil and gas and the sale of a claim we held that arose out of natural
resources interests held by Siboney in Cuba which were expropriated by the Cuban government. We used a
portion of the proceeds to repay debt under our bank credit facilities and the balance for general corporate
purposes. There is little possibility and no assurance that we will be able ta obtain any further monetary value
for our claims for oil and gas interests nationalized by the Cuban government. Royalties that we receive from
our natural resources interests are dependent upon coal prices and production and may be less than the
royalties that we received during 2007.

item 1B. Unresoclved Staff Comments

None.

Item 2. Properties

We lease the following properties:

Approximate Expiration
Location Square Feet Use Date
St. Louis, MO 8,200 Office space December 31, 2009
St. Louis, MO 7,000 Warehouse facility May 30, 2010
Lansing, Ml 4,000 Office space for research and development May 31, 2011

Siboney Coal Company, Inc. (*Siboney Coal"), a subsidiary of the Company, owns fee and mineral interests in
coal properties aggregating approximately 1,425 acres in Johnson and Martin Counties, Kentucky. In June
2006, we entered into a coal lease under which we received $61,927 in royalties during the latter part of 2007.
No royalties were received on these properties in 2006 or 2005.

Other subsidiaries of the Company have royalty and working interests in oil and gas leases and property
rights. Revenues from such leases and interests were $8,676, $6,605 and $4,379 in 2007, 2006 and 2005,
respectively. The present value of estimated future net oil and gas reserves of the Company’s subsidiaries is
presently not determinable, but is not believed to be material.

Prior to 1958, the Company held oil exploration rights covering approximately four million acres in Cuban
territory, which were expropriated. The Company filed claims against the Cuban government with the United
States Foreign Claims Settlement Commission which certified the Company's loss as $2,454,058 plus interest
from November 1959. No funds have been appropriated to satisfy such claims. In December 2007, Siboney
Corporation sold this claim to an unrelated party for a cash payment of $1,018,725.

Iltem 3. Legal Proceedings

From time to time, we have been involved in litigation arising out of our business. No such litigation is pending
at the date of this report.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to our shareho!ders during the quarter ended December 31, 2007.




PART I
Item 5. Market for Registrant’'s Common Stock, Related Stockholder Matters and lIssuer
Purchases of Equity Securities ‘

(a) Market Information
Sales of our common stock are reported on the Over-The-Counter “Bulletin Board”
maintained by NASDAQ under the symbol “SBON".

The following table sets forth the high and low bid prices per share of common stock.

2007 2006
Quarter High Low Quarter High Low
First $.14 $ .08 First $.27 $.20
Second 27 .09 Second .24 14
Third .25 A3 Third .20 A2
Fourth 25 14 Fourth 43 10

The foregoing market quotations reflect interdealer prices, without retail mark-up,
markdown or commission and may not necessarily represent actual transactions.

(b) Holders
The number of holders of record of the Company’s common stock as of March 20,
2008 was 7,740.

(c) Dividends
No cash dividends were paid on our common stock in 2007 or 2006. Generally, the
payment of dividends is within the discretion of the Board of Directors who will consider
all relevant factors in making determinations regarding future dividends, if any. Our
loan agreements presently prohibit payment of dividends.

(d) Securities Authorized For Issuance under Equity Compensation Plans
See Part lIl, Item 12 on page 43.

{e) Recent Sales of Unregistered Securities
None.
f Issuer Purchases of Equity Securities

We did not repurchase any shares of our common stock during 2007. Our Board of
Directors authorized a stock repurchase plan in 2004, under which we may purchase
up to 1,000,000 shares of our common stock from time to time in the open market or
in privately negotiated transacticns. Under this program, we have bought a
cumulative total of 697,500 shares of our common stock. In 2005, the Board of
Directors authorized the purchase of up to an additional 1,000,000 shares of our
common stock from time to time in the open market or in privately negotiated
transactions. No shares will be purchased under the 2005 program until the 2004
program is completed.
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Item 6. Selected Financial Data

You should read the following selected financial data in conjunction with our consolidated financial statements
and related notes, “Management's Discussion and Analysis of Financial Condition and Results of Operations”
and other financial information appearing elsewhere in this Form 10-K. The Statement of Operations data set
forth below for each of the years in the three-year period ended December 31, 2007 and the Balance Sheet
data as of December 31, 2007 and 2006 are derived from our consolidated financial statements appearing
elsewhere in this Form 10-K. The Statement of Operations data for the years ended December 31, 2004 and
2003 and the Balance Sheet data as of December 31, 2005, 2004 and 2003 are derived from audited financial
statements not included herein.

Statement of Operations Data:

For the Years Ended December 31,

2007 2006 2005 2004 2003

Reventes $ 5,620,091 $ 6,295,934 § 7,544,703 $ 10,182,717 $8,752,789
Income (loss) from operations $ (542,858) $(1,497,225) $(1,969,221) L3 (42,216) $ 699,509
Income (loss) before income taxes $ (763,302) $(1,666,772) $(2.008,394) $ 190,172 $ 685,110
Income tax benefit {expense) (a} $ (715,099) $ 654,000 $ 772,000 $ (89,000) $ (234,075)
Income (loss) before extraordinary gain $(1,478,401) $(1,012,772) ${1,236,394) $ 101172 $ 451,035
Extraordinary gain on sale of claim (b) $ 624725 $ — $ - $ - $ —
Net income (loss) $ (853,676) $(1.012,772) $(1,236,394) 3 101172 $ 451,035
Basic earnings (loss) per common share:

Income {loss) before extraordinary gain $ {0.09) $ (0.086) 3 {0.07) % 0.01 $ 0.03

Extraordinary gain (b) $ 0.04 $ - $ - $ - $ -
Total $ (0.05) $ (0.08) $ {0.07) $ 0.01 $ 0.03
Diluted earnings (loss) per common share:

Income (loss) before extraordinary gain $ (0.09) $ {0.06) 3 (0.07}) $ 0.01 3 0.03

Extraordinary gain (b) $ 0.04 $ - $ - $ - $ -
Total $ (0.05) $ (0.06) $ (0.07) $ 0.01 $ 0.03
Weighted average number of shares:

Basic 16,920,419 16,929,460 17,084,350 17,524,049 17,343,407

Diluted 16,920,419 16,929,460 17,094,350 17,963,775 17,374,850
Balance Sheet Data:

December 31,
2007 2008 2005 2004 2003

Total assets $ 4508044 % 6,023,329 § 5706085 % 6386832 $ 6,369,753
Long-term debt and capital leases 8 1,930,175 $ 2,568,750 $ — g 111,116 s 43,574
Total debt and capital leases 3 2033300 % 2625000 % 1,211,116 & 243573 & 250,082
Stockholders' equity $ 1,796,675  $ 28676047 $ 3651523 8§ 5036803 $ 5,012,478

We neither declared nor paid cash dividends during the five years in the period ended December 31, 2007.

(a) We established a full valuation allowance for our net deferred tax asset that increased our income tax
expense by $966,000 during 2007.

(b) We recorded an extraordinary gain of $624,725 in 2007 due to the sale of a claim that arose out of natural
resources interests held in Cuba which were expropriated by the Cuban government. The gain included the
cash of $1,018,725 we were paid offset by $10,000 in direct costs and $384,000 in income tax expense.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion analyzes the changes in our results of operations during the three years in the period
ended December 31, 2007 and comments an our financial position as of December 31, 2007. This discussion
should be read together with the consolidated financial statements and the accompanying notes and other
financial information included in this Form 10-K for the year ended December 31, 2007.

CRITICAL ACCOUNTING POLICIES

Qur consolidated financial statements have been prepared in accordance with accounting principles generally
accepted ("GAAP") in the United States of America. As such, some accounting policies have a significant
impact on the amounts reported in these financial statements. Preparing financial statements requires
management to make estimates and assumptions that affect the reported amount of assets and liabilities, the
level of contingent assets and liabilities disclosed at the dates of our financial statements, and the reported
amounts of revenue and expenses during the reporting periods. On a periodic basis, we evaluate our
estimates, inctuding those related to revenue recognition, goodwill, capitalized software and income taxes.
We base our estimates on historical experience and on various other assumptions that are believed to be
reasonable under the circumstances. Our actual results may differ materially from those estimates. We
believe the following critical accounting policies include our more significant judgments and estimates used in
the preparation of our consolidated financial statements.

Revenue Recognition

We follow specific and detailed guidetines in determining the proper amount of revenue to be recorded. We
recognize revenues in accordance with Statement of Position ("SOP") 97-2, Software Revenue Recognition as
amended by SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition, With Respect to Certain
Transactions.

We recognize revenue from software license agreements when the following have been met:

Persuasive evidence of an agreement exists
Delivery of the software has occurred

The fee is fixed or determinable

Collectibility is probable

.« & o »

In software arrangements that include more than one element, we allocate the total arrangement fee among
the elements based on the vendor-specific objective evidence (“VSOE”} of the relative fair value of each
deliverable, using the price charged when that element is sold separately. For software arrangements in
which we do not have VSOE for undelivered elements, revenue is deferred until the earlier of when VSOE is
determined for the undelivered elements or when all elements for which we do not have VSOE have been
delivered.

We also generate revenue by providing professional services which consist of consulting, training and
implementation support. The revenue for these services is recognized as the services are performed.
Consulting, training and implementation services are not essential to the functionality of our software products.
Accordingly, revenues from these services are recognized separately.

Capitalized Software Development Costs

In accordance with SFAS No. 86, Accounting for the Costs of Computer Software to be Sold, Leased, or
Otherwise Marketed, we have capitalized certain computer software development costs upon the
establishment of technological feasibility. The majority of our product development costs qualify for
capitalization due to the concentration of our development efforts on the content of our software. We stop
capitalizing costs when the product is released for sale to cur customers, at which time amortization of the
capitalized costs begins. We amortize capitalized software development costs on a product-by-product basis
at the greater of the ratio that the preduct's current gross revenue bears to its total of current and anticipated
future gross revenues or the straight-line method over the estimated economic life of the products, which is
generally estimated to be 48 months.
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On an annual basis, we review each capitalized project to determine if the unamortized balance exceeds its
estimated net realizable value. Estimated net realizable value requires us to use judgment in projecting future
revenues. Actual amounts realized could differ materially from those estimated. Future events such as
market conditions, customer demand or technological obsolescence could cause us to conclude that the
carrying value of the software at a given point in time is impaired, and the amount of the impairment so
determined would be required to be written off against the carrying value of the asset and charged as an
expense against operations at the time such determination is made.

Income Taxes

We account for income taxes according to the provisions of SFAS No. 109, Accounting for Income Taxes
(“SFAS 1097). SFAS 109 requires recognition of deferred tax assets and liabilities to reflect the expected
future tax consequences of temporary differences between the financial statement and tax basis of assets and
liabilities. Deferred tax assets are reduced by a valuation allowance when it is more likely than not that some
or all of the deferred tax asset will not be realized.

Based upon our continued assessment of the realization of our net deferred tax asset and our third year of
historical operating losses, we concluded that it was appropriate to establish a full valuation allowance for our
net deferred tax asset in the amount of $966,000 during 2007. In future periods, our earnings or losses will not
be tax-effected until such time as the certainty of future tax benefits can be reasonably assured.

Goodwill

n accordance with SFAS No. 142, Goodwill and Other Intangible Assetfs, which addresses the financial
accounting and reporting standards for goodwill and other intangible assets subsequent to their acquisition, we
test goodwill for impairment annually or more frequently if certain events or changes in circumstances indicate
that the carrying value may not be recoverable.

We reviewed our goodwill as of December 31, 2007 and determined that no impairment existed. Future
events such as market conditions or operational performance could cause us to conclude that impairment
exists. Any resulting impairment loss would be written off against the carrying value of the asset and charged
as an expense against operations at the time such determination is made and could have a material adverse
impact on our financial condition and results of operations.

Impact of Recently Issued Accounting Standards

See Notes 1 and 12 to our consolidated financial statements for a discussion of recent accounting
pronouncements, including the impact of adopting FIN 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement 109, cn January 1, 2007.

in December 2007, the FASB ratified EITF Issue 07-1, Accounting for Collaborative Arrangements (“EITF 07-
1"). EITF 07-1 defines collaborative arrangements and establishes reporting requirements for transactions
between collaborators and between participants in the arrangement and third parties. We have concluded that
our agreement with Edumatics would qualify as a collaberative arrangement and we believe that our
presentation of costs is consistent with EITF 07-1. EITF 07-1 is effective for fiscal years beginning aiter
December 15, 2008, and interim periods within those fiscal years, with retrospective application fo all prior
periods presented for all collaborative arrangements existing as of the effective date. See Note 5
Collaborative Arrangement, to our consolidated financial statements for more information.

Results of Operations

Overview

Our principal subsidiary, Siboney Learning Group, Inc., publishes standards-based educational software
products for reading, language, mathematics, science, writing and English as a Second Language, primarily
for K-12 students and adult iearners. We publish four comprehensive software product lines, Orchard
Software for Your State; GAMCO Educational Software, Educational Activities Software and PracticePlanet.
This strategy allows us to appeal to the various budgets and spending patterns found in classrooms, schools,
school districts and adult learning centers.




Orchard accounted for 80% of the Company’s sales in 2007. Qrchard is sold through a network of 22
independent territorial dealers who employ field sales representatives to sell comprehensive instructional
software solutions. In addition, we employ three direct sales representatives and six inside sales
representatives to promote and sell our four product lines, with a primary emphasis on QOrchard and
PracticePlanet.

Orchard is delivered as a server-based product with unlimited network/site licenses and no required recurring
fees. Orchard has undergone continuous instructional content and technological improvement. Orchard is
currently used in approximately 8,000 schools out of an estimated 120,000 in the United States.
Approximately one-third of Orchard sales are repeat business from customers who benefit from Orchard's
scalability by acquiring additional Skill Trees or bundles.

2007 In Comparison With 2006

For the year ended December 31, 2007, our consolidated revenues decreased 11% to $5.6 million from $6.3
million recorded in 2006. Siboney Learning Group accounts for substantially all of our consclidated revenues
and experienced an overall decline in software product sales of 15% from 2006 levels. Sales of our Orchard
Home product to a direct-to-home marketer of educational products were 18% lower and sales made through
our dealer network were 15% lower. Typically we experience an increase in sales when we release a new
version of Orchard, which historically occurs in early spring. We decided to delay our Orchard 4.3 update to
incorporate enhancements to provide compatibility with Microsoft Vista, Mac OS X 10.4 and the new Intel Mac
hardware. The release occurred in November 2007 and we believe we missed sales opportunities due to the
late release. Cur product sales during the fourth quarter of 2007 were lower than what we historically
experience, which we believe was due to schools being cauticus about committing to purchases given the
overall concern with the economy and funding being redirected to other types of purchases such as smart-
boards, handheld input devices and assessment tools. We had orders placed on hold from schools in Florida
and California due to a spending freeze and cutbacks in December 2007.

We experienced an increase in our professional development and installation service revenue as a higher
percentage of our Orchard customers have purchased installation or professional development training during
2007. Service revenues increased to $344,000 during 2007 from $182,000 during 2006.

Cost of products sold decreased 4% to $1.7 million in 2007 from $1.8 million in 2006. This decrease was
primarily a resuit of lower royalty expense and material costs due to lower product sales offset by the fixed
amortization of our capitalized software. Due to the release of Orchard 4.3, the upcoming new version of
Orchard Home and lower overall product sales, we increased our reserve for inventory obsolescence which
increased costs of product sold during 2007 by $50,000.

Selling, general and administrative expenses decreased 26% to $4.4 million in 2007 from $6.0 million in 2006.
This decrease was due to aggressive cost reduction initiatives we implemented during the summer of 2006
which resulted in lower salaries and related costs. In addition, we had lower commission expense during 2007
compared to 2006 due to lower sales. We also received reimbursement for a portion of our operating
expenses due to the strategic alliance and joint development agreement we entered into with Edumatics in
February 2007, which reduced our 2007 selling, general and administrative expenses by approximately
$228,000.

As a result of the foregoing, our loss from operations decreased to $542,858 for 2007 compared to a loss from
operations of $1,497,225 for 2006.

Based upon our continued assessment of the realization of our net deferred tax asset and our third year of
historical operating losses, we concluded that it was appropriate to establish a full valuation allowance for our
net deferred tax asset. The establishment of the valuation allowance increased our income tax expense by
$966,000 during 2007. The valuation allowance did not affect our cash position. In future periods, our
earnings or losses will not be tax-effected until such time as the certainty of future tax benefits can be
reasonably assured.

In 2007 we recorded an extraordinary gain of $624,725 due to the sale of a claim that arose out of natural
resources interests held in Cuba which were expropriated by the Cuban government. The gain included the
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cash we were paid of $1,018,725 offset by $10,000 in direct costs and $384,000 in income tax expense that
was allocated to the gain in accordance with SFAS 109.

We reported a net loss of $853,676 for 2007 after income tax expense of $715,099 and the extraordinary gain
of $624,725 compared to a net loss of $1,012,772 after an income tax benefit of $654,000 for 2006. Our net
loss per share for 2007 was $0.05 compared to a loss per share of $0.06 in 2006.

2006 In Comparison With 2005

For the year ended December 31, 2006, our consolidated revenues decreased 17% to $6.3 million from $7.5
million recorded in 2005. This decrease was the result of lower sales by Siboney Learning Group in 2006
primarily attributable to an overalt industry-wide slowdown in supplemental educational curriculum software
sales.

Sales of our single title products, GAMCO and Teacher Support Software, decreased 31% compared to 2005,
primarily due to decreased sales from several national software catalog dealers. Sales of Educational
Activities Software decreased 22% compared to 2005 due to decreased sales from several dealers and
independent representatives. Partially offsetting the decreases in revenue, was a 4% increase in sales
through a distributor specializing in direct-to-home sales.

We generated $182,000 in revenue related to our professionat development and premium support services in
2006, compared to $150,000 of such revenue in 2005.

Cost of products sold decreased 15% to $1.8 million in 2006 from $2.1 million in 2005. This decrease was
primarily a result of lower product sales and lower royalty expense due to the removal of the Merit Software
content from our product. The majority of our product packaging was redesigned in 2006 to reduce packaging
and shipping costs and to improve the look-and-feel.

Selling, general and administrative expenses decreased 19% to $6.0 million in 2006 from $7.4 million in 2005.
This decrease was a result of cost reduction initiatives resulting in lower salaries, professional fees and sales
and marketing expenses.

As a result of the foregoing, our loss from operations decreased to $1,497,225 for 2006 compared to a loss
from operations of $1,969,221 for 2005.

Our loss from operations in 2006 and 2005 resulted in a significant operating loss carryforward and a long-
term deferred tax asset. In assessing the realization of deferred tax assets, we consider whether it is more
likely than not that some portion or all of the deferred tax assets will not be realized. The realization of
deferred tax assets is dependent upon the generation of future taxable income during the periods in which
those temporary differences become deductible. Based upon the level of historical taxable income and
projections for future taxable income over the periods in which the deferred tax assets are deductible, we
believed it was more likely than not that we would realize the benefits of these deductible differences.
Accordingly, we did not recognize a valuation allowance against our deferred tax assets as of December 31,
2006.

Consequently, net loss for the year ended December 31, 2006 was $1,012,772 after an income tax benefit of
$654,000, compared to net loss for 2005 of $1,236,394 after an income tax benefit of $772,000. We reported
a loss per share of $0.06 in 2006 compared to a loss per share of $0.07 in 2005,

Liquidity and Capital Resources
We continue in our efforts to improve our liquidity. The following describes events and our actions to make
changes to address this situation.

In December 2007, Siboney Corporation sold for $1,018,725 a claim that arose out of natural resources
interests held in Cuba which were expropriated by the Cuban government. We used $300,000 of the
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proceeds to reduce our term loan with our bank, $425,000 reduced our line of credit and the balance was used
for working capital needs.

In March 2007, we issued $200,000 of subordinated debt and warrants to two Directors, the proceeds of which
we used for working capital needs as well as investing in our short-term sales and marketing efforts.

In February 2007, we entered into a joint software development agreement with Edumatics. The agreement
calls for Edumatics and Siboney to jointly fund the development of a new online test practice product which is
marketed under the name PracticePlanet™. We received a payment of $240,632 from Edumatics in February
2007, a payment of $70,423 in March 2007 and a payment of $79,120 in October 2007. We used the funds
that we received from Edumatics to offset half of the costs we incurred in the development of PracticePlanet™
and a portion of our operating costs during 2007. We expect that revenue from this new product, launched in
August 2007, will help to improve our liquidity during 2008.

In 2005, we incurred losses that were unusual for Siboney related to a litigation settlement, the termination of
the former President and starting a content development department. We settled litigation with Merit Software
which resulted in settliement expense and professional fees of approximately $700,000. We were required to
remove all of the Merit content from our software by December 31, 2005. In order to replace the Merit content,
a team of highly skilled educational curriculum consultants and PhDs were hired to create the new product
specifications. We estimate that this department cost us over $1.0 million per year to run including all salary,
benefits, travel, rent and subcontracting fees. The content development department was closed in March
2006 and salary and benefit costs were incurred until June 2006. The severance costs related to the former
President were approximately $274,000. These events, along with a decrease in sales, adversely affected our

liquidity.

We had anticipated that the new products released in late 2005 and mid-2006 would generate sales sufficient
to fund our working capital requirements. However, it became clear in early 2006 that the demand for
supplemental educational software was not as strong as anticipated so we implemented cost cutting measures
throughout 2006. The cost reductions enabled us to reduce our loss from operations to $542,858 for 2007
compared to a loss from operations of $1,497,225 for 2006.

Cash decreased 4% or $8,643 to $217,843 at December 31, 2007 compared to $226,486 at December 31,
2006, Our accounts receivable decreased $189,070 or 25% to $557,388 at December 31, 2007 compared to
$746,458 at December 31, 2008 as a result of lower sales in the fourth quarter of 2007 as compared to 2006.

We generated cash from operations and from the sale of the claim during 2007 that improved our liquidity.

Our total debt decreased $591,700 or 23% to $2,033,300 at December 31, 2007 from $2,625,000 at
December 31, 2006 due to a $425,000 payment on our line of credit in December 2007, principal payments of
$369,091 on our term loan during 2007, offset by the $200,000 in barrowing on the subordinated debt in March
2007. We had $425,000 available on the line of credit as of December 31, 2007.

In March 2008, we renewed and extended the maturity of our debt agreement with our bank. We were able to
classify our line of credit and a portion of our term [oan to a long-term liability on our balance sheet as of
December 31, 2007. The maturity dates of our line of credit and term loan were extended to January 1, 2009
from April 1, 2008.

As a result of lower accounts receivable due to decreased sales, the reduction in current deferred tax assets
due to our establishment of a valuation allowance and lower inventory levels, our working capital decreased to
$335,408 at December 31, 2007 from $726,249 at December 31, 2006.

As of the date of the filing of this Form 10-K we have borrowed the $425,000 that was available under our
bank line of credit as of December 31, 2007. We have taken, or are currently taking, the following actions to
allow us to continue as a going concern:

+ Refinanced our bank debt in March 2008 that extended the maturity from April 1, 2008 to January 1,
2009.

¢ Cost reductions that have eliminated operating expenses of approximately $1,100,000 or 20% over
the past 12 months.
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s Development and release of PracticePlanet in late 2007 which we believe is positioned to generate a
recurring annual revenue stream as well as open opportunities to cross-sell our Orchard Software.
e Aggressive pursuit of new sales channels which can fill gaps in our current distribution network.

Both the line of credit and the term loan require us to pay interest monthly on the outstanding balance at our
bank's prime rate which was 7.25% as of December 31, 2007. Accounts receivable, inventory, property and
equipment are pledged as collateral.

We renewed our bank loan in March 2008 under the following terms:

+ The interest rate on the line of credit and term loan remains at our bank’s prime rate, which was 5.25%
at renewal. .

The quarterly principal payments on the term loan of $28,125 were changed to a schedule of monthly
principal payments of $9,375 beginning May 1, 2008 with the remaining principal due in full January 1,
2009. Under the renewal we are obligated to make principal payments of $103,125 during 2008 with
the remaining $652,784 due January 1, 2009,

The $1,500,000 line of credit was extended through January 1, 2009. The outstanding balance on the
line is due on January 1, 2009.

We agreed to achieve a minimum earnings before interest, taxes, depreciation and amortization, which
will be tested quarterly.

The covenant to maintain minimum stockholders’ equity plus subordinated debt of $2,700,000 was
eliminated as of April 2, 2008.

The covenant to not exceed a ratio of 1.25:1.00 of liabilities as a percent of stockholders’ equity plus
subordinated debt was eliminated as of April 2, 2008.

If we breach any term or condition in the agreements, as amended, our bank has the option to declare the
loans due and payable.

As of December 31, 2007, we did not comply with the financial covenants specified in our bank credit
agreement. Under the credit agreement, the financial covenants are measured at the end of each quarter.
We are to maintain a ratio of liabilities to stockholders’ equity plus subordinated debt no greater than
1.25:1.00. OQur ratio as of December 31, 2007 was 1.36:1.00. In addition we are to maintain a net worth, plus
subordinated debt, of not less than $2,700,000; our net worth plus subordinated debt was $1,999,066 as of
December 31, 2007. We have obtained a waiver for this non-compliance as of December 31, 2007. Although
we continue to be out of compliance with these financial covenants as of the date of this filing, we do not
anticipate that the bank will exercise its right to declare the notes due and payable. However, we can provide
no assurance that we will be able to obtain a waiver from the bank of future non-compliance with these or any
other financial covenants.

As required by our bank to renew our loans in March 2007, we issued $200,000 of secured subordinated debt
to two Directors in March 2007. The subordinated debt is secured by a junior lien on substantially all of our
assets and is subordinated to our bank debt. The subordinated debt matures in March 2009 and bears
interest at 10% per annum {which we can pay in cash or in-kind). As an inducement to the subordinated
lenders, we issued them five-year warrants to purchase 400,000 shares of our common stock at $0.01 per
share. Under applicable accounting rules, we issued the subordinated debt at & discount of approximately
$22,000, which is amortized over the terms of the debt.
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We have the following contractual obligations at December 31, 2007:

Payments Due By Period

Less Than More Than

Contractual Obligations Total 1 Year 1-3 Years 3-5 Years 5 Years
Long-term debt $2047,163 $ 103,125 $ 1,944,038 § - $ -
Capital lease obligations - - - - -
Operating lease obligations 714,513 304,083 410,430 - -
Purchase obligations 26,300 26,300 - - -
Off-balance sheet arrangements ' - - - - -
Other iong-term liabilities reflected on the ‘

Company's GAAP balance sheet - - - - -
Total $2787976 $ 433508 $ 2,354,468 $ - -

Disclosures about Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangements as of December 31, 2007 or 2006.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

We do not use any derivative financial instruments to hedge our exposure to adverse fluctuations in interest

rates, foreign exchange rates, fluctuations in commodity prices or other market risks, nor do we invest in

speculative financial instruments. Borrowings with the bank bear interest at a variable rate based on prime
rate, currently 5.25% per annum. Due to the nature of our borrowings, we have concluded that there is no

material market risk exposure and, therefore, no quantitative tabular disclosures are required.

Item 8. Financial Statements and Supplementary Data

Index to Consolidated Financial Statements Page
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Report of Independent Registered Public Accounting Firm

Stockholders and Board of Directors
Siboney Corporation
St. Louis, Missouri

We have audited the accompanying consolidated balance sheet of Siboney Corporation and
subsidiaries as of December 31, 2007 and 2006, and the related consclidated statements of
operations, stockholders' equity and cash flows for each of the three years in the period ended
December 31, 2007. Our audits also included the consolidated financial statement schedule
listed in Item 15. These consolidated financial statements and consolidated financial
statement schedule are the responsibility of the Company’s management. Qur responsibility
is to express an opinion on these consclidated financial statements and consolidated financial
statement schedule based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the consolidated financial statements
are free of material misstatement. The Company is not required to have, nor were we
engaged to perform, an audit of its internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for desighing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control over financial reporting.
Accordingly, we express no such opinion, An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Siboney Corporation and subsidiaries
as of December 31, 2007 and 20086, and the consolidated results of their operations and cash
flows for each of the three years in the period ended December 31, 2007, in conformity with
accounting principles generally accepted in the United States of America, and the supporting
schedule presents fairly, in all material respects, the information required to be set forth
therein,

fs! RubinBrown LLP

St. Louis, Missouri
March 28, 2008




SIBONEY CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31,

December 31,

2007 2006
Assets
Current Assets
Cash 3 217,843 $ 226,486
Accounts receivabte, net 557,388 746,458
Inventories, net 209,420 297,398
Refundable income taxes 2,931 8,719
Prepaid expenses 74,620 111,720
Deferred tax asset — 114,000
Total Current Assets 1,062,202 1,504,781
Property and Equipment, Net 95,151 131,677
Long-term Note Receivable 151,908 163,839
Capitalized Software, Net 2,133,048 2,174,239
Goodwill 1,045,015 1,045,015
Deferred Tax Asset — 991,000
Other Assets 20,720 12,778
Total Assets $ 4,508,044 $ 6,023,329
Liabilities and Stockholders® Equity
Current Liabilities
Current portion of long-term debt $ 103,125 § 56,250
Accounts payable 235,637 234,978
Accrued expenses 266,634 296,596
Deferred revenue 106,330 190,708
Interest payable 15,068 —
Total Current Liabilities 726,794 778,532
Long-Term Liabilities
Line of credit 1,075,000 1,500,000
Long-term debt 652,784 1,068,750
Subordinated debt (related party) 202,39 —
Other long-term liabilitites 54,400 —
Total Long-Term Liabilities 1,984,575 2,568,750
Commitments and Cdntingencies {Note 14)
Stockholders’ Equity
Common stock:
Authorized 100,000,000 shares at $0.10 par value; issued and
outstanding 16,920,419 at December 31, 2007 and 2006 1,692,042 1,692,042
Additional paid-in capital 77,600 38,296
Retained earnings 27,033 945,709
Total Stockholders’ Equity 1,796,675 2,676,047
Total Liabilities and Stockholders' Equity $ 4,508,044 % 6,023,329

See accompanying notes to consolidated financial statements.
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SIBONEY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended December 31,

2007 2006 2005
Revenues $ 5,620,091 $ 6,295,934 $ 7,544,703
Cost of Product Sates 1,721,511 1,791,684 2,105,973
Gross profit 3,898,580 4,504,250 5,438,730
Selling, General and
Administrative Expenses 4,441,438 6,001,475 7,407,951
Loss from operations (542,858) {(1,497,225) (1,969,221)
Other Income {Expense)
Interest expense, net {220,694) (154,233) {39,042)
Gain (loss) on sale of assets 250 (16,401} (3,085)
Miscellaneous — 1,087 2,954
Total Other Expense (220,444) {169,547) (39,173)
Loss before income taxes (763,302) {1,666,772) (2,008,394)
Income Tax Benefit (Expense) {715,099) 654,000 772,000
Loss before extraordinary gain {1,478,401) {1,012,772) {1,236,394)
Extraordinary gain on sale of
claim {net of $384,000 in income taxes) 624,725 — —
Net loss $ {853,676) $(1,012,772) $(1,236,394)
Earnings (loss) per share, basic and diluted
Loss before extraordinary gain $ (0.09) $ (0.06) $ {0.07)
Extraordinary gain $ 0.04 $ — $ —
Total $ (0.05) $ (0.06) $ (0.07)
Weighted average number of shares, basic and diluted 16,920,419 16,929,460 17,094,350

See accompanying notes to consolidated financial statements.
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SIBONEY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
For The Years Ended December 31, 2007, 2006 And 2005

Additional Total
Common Stock Paid-in Retained Stockholders'
Shares Amount Capital Earnings Equity
Balance - January 1, 2005 17407919 § 1,740,792 § — § 3296111 % 5,036,903
Stock repurchase (477,500) {47,750} — (101,238) (148,986)
Net loss — — — (1,236,394) (1,236,394)
Balance - December 31, 2005 16,930,419 $ 1,693,042 § — § 1958481 § 3,651,523
Stock repurchase {10,000) (1,000) (150) — (1,150)
Stock-based compsensation expense — — 38,446 — 38,446
Net loss — — — {1,012,772) {1,012,772)
Balance - December 31, 2006 16,920,419 § 1692042 $ 38,296 % 945709 $ 2,676,047
Issuance of warrants to related parties _ —_ 22,741 — 22,741
Cumulative effect of adoption of FIN 48 —_ — — (65,000) {65,000)
Stock-based compsensation expense — — 16,563 —_ 16,563
Net loss — — — (853,676) (853,676}
Balance - December 31, 2007 16,920,418 § 1,692,042 § 77,600 §$ 27,033 % 1,796,675

See accompanying notes to consolidated financial statements.
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SIBONEY CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31,

2007 2006 2005
Cash Flows From Operating Activities
Net loss $ (853,676) $(1,012,772) $(1,236,394)
Adjustments to reconcile net loss {0 net cash
provided by (used in) operating activities:
Extraordinary gain on sale of claim, net of income taxes (624,725) — —_
Depreciation 90,682 180,398 226,887
Amortization 797,317 698,722 751,642
Interest paid "in-kind" related to subordinated debt 16,254 — —
Amortization of subordinated debt costs 11,377 — —
Deferred income taxes 721,000 (640,000} (709,000)
Stock-based compensation expense 16,563 38,446 —
Loss (gain) on disposition of assets {250) 16,401 3,085
Abandonment of software development in process 11,404 100,532 —
Allowance for doubtful accounts, sales credits and returns 21,857 52,804 163,679
Reserve for obsolescence of inventory 53,896 (500) 31,358
Change in assets and liabilities:
Accounts and note receivable 179,144 (129,185) 381,411
Inventories 34,082 52,875 {66,184)
Refundable income taxes 5,788 12,946 599,104
Prepaid expenses and other assets 33,059 76,036 (25,036)
Accounts payable, accrued expenses
and deferred revenue (119,213) (121,164) (2,910)
Long-term liabillies — — (100,000}
Net Cash Provided By (Used In} Operating Activities 394,559 (674,461) 17,642
Cash Flows From Investing Activities
Payments for equipment (54,156} (24,682) {101,766)
Proceeds from sale of assets 1,018,975 500 —
Payments for software development costs (767,530) (758,592) {1,350,088)
Net Cash Provided By (Used In) Investing Actlivities 197,289 (782,774) {1,451,854)
Cash Flows From Financing Activities
Proceeds (payments) on line of credit (425,000) 1,500,000 —
Borrowings on term loan —_ — 1,200,000
Principal payments on term loan (369,091} (75,000) (6,771)
Payments under stock buy back program — (1,150) (148,986)
Proceeds from issuance of related party
subordinated debt and warrants 193,600 — —_
Principal payments on capital lease obligation — (11,116) (25,686)
Net Cash Provided By {Used Inj Financing Activities (600,491} 1,412,734 1,018,557
Change In Cash (8,643) (44,501) (415,655)
Cash - Beginning of Period 226,486 270,987 686,642
Cash - End of Period $ 217,843 $ 226,486 $ 270987

See accompanying notes to consolidated financial statements.
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SIBONEY CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Nature of Business, Basis of Presentation and Summary of Significant Accounting Policies
Nature of Business

Siboney Corporation was incorporated in the State of Maryland in 1955. Our principal business is the
publishing of standards-based educational software products in reading, language, mathematics, science,
writing and English as a Second Language, for K-12 students and adult learners, primarily for schools in the
United States.

We publish four comprehensive software product lines:
* Orchard Software® for Your State (“Orchard”)
» GAMCO Educational Software
+ Educational Activities Software
» PracticePlanet®

Orchard is sold through a network of independent dealer representatives, direct field and inside sales
representatives who actively call on schools to sell comprehensive curriculum- and technology-based learning
solutions. Orchard contributed 80%, 82% and 77% of our revenue for the years 2007, 2008 and 2005,
respectively. A version of Orchard appropriate for home users is sold through a direct-to-home marketer of
educational products.

Our GAMCO or single title product line contributed 5%, 6% and 10% of our revenue for the years 2007, 2006
and 2005, respectively. Our Educational Activities Software represented approximately 7% in 2007 and 8% of
our revenues for 2006 and 2005. As we began offering PracticePlanet in August 2007 we did not generate
significant revenues from this product in 2007.

Our operations consist of only one reportable segment, the publishing and distribution of educational software
products through Siboney Learning Group, Inc., a wholly-owned subsidiary.

We also have certain natural resources interests, including coal, oil and gas, through Sibongy Coal Company,
Inc. and other subsidiaries which were not material to our results of operations or financial condition for several
years before 2007. Royalties received are dependent upon coal prices and production. We recognized
revenue of $70,603, $6,605 and $4,379 based on royalty payments, during 2007, 2006 and 2005, respectively.

In December 2007 Siboney Corporation sold a claim to an unrelated party, registered with the United States
Foreign Claims Settlement Commission of the United States Department of Justice, against the Republic of
Cuba. The claim arose out of natural resource interests held in Cuba which were expropriated by the Cuban
government in 1958. The claim was certified in the amount of $2,454,058 and was sold for a cash payment of
$1,018,725. We recorded an extraordinary gain of $624,725 which includes the cash we were paid offset by
$10,000 in direct costs and $384,000 in income tax expense that was allocated to the gain in accordance with
SFAS No. 109, Accounting for Income Taxes (“SFAS 109"). We had no value assigned to this claim since we
had no assurance that we would ever be able to monetize our interests in the claim.

Unless the context indicates otherwise, references to us, our, we or the "“Company” in this report include
Siboney Corporation and its subsidiaries.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Siboney Corporation and its
wholly-owned subsidiaries. All significant intercompany balances and transactions have been eliminated in
consolidation.
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Basis of Presentation

The accompanying consolidated financial statements have been prepared on a going concern basis which
contemplates the realization of assets and the satisfaction of liabilities in the norma! course of business. For
each of the past three years our primary subsidiary, Siboney Learning Group, has experienced a decline in
revenues, a loss from operations and negative internal cash flows. This has required us to deplete the cash
we had available at December 31, 2003 and during 2005 and 2006 to borrow significant amounts to fund
operations and necessary investments in software product development. We were able to reduce our bank
debt during 2007 due to the cash proceeds that we received from the sale of the claim. As of the date of the
filing of our Form 10-K we have borrowed the $425,000 that was available under our bank line of credit as of
December 31, 2007. We have taken, or are currently taking, the following actions to allow us to continue as a
going concern:

+ Refinanced our bank debt in March 2008 that extended the maturity from April 1, 2008 to January 1,
2008.

+ Cost reductions that have eliminated operating expenses of approximately $1,100,000 or 20% over
the past 12 months.

+ Development and release of PracticePlanet in late 2007 which we believe is positioned to generate a
recurring annual revenue stream as well as open opportunities to cross-sell our Orchard Software.

e Aggressive pursuit of new sales channels which can fill gaps in our current distribution network.

We believe that these actions will be sufficient to enable us to continue as a going concern through December
31, 2008.

Estimates and Assumptions

We use estimates and assumptions in preparing financial statements in accordance with accounting principles
generally accepted in the United States of America. Those estimates and assumptions affect the reported
amounts of assets and liabilities, the disclosure of contingent gains and liabilities and the reported revenues
and expenses. Actual results could differ from those estimates.

Fair Value of Financial Instruments

The carrying value of the current and long-term portion of our debt, approximates fair value based on the
incremental borrowing rates currently available to us for financing with similar terms and maturities.

Cash

Financial instruments that potentially subject us to concentrations of credit risk consist principally of cash
deposits. Accounts at each institution are insured by the Federal Deposit Insurance Corporation (“FDIC™) up
to $100,000 per depositor. At December 31, 2007 and 2006, we had deposit balances of $88,437 and
367,697 in excess of FDIC insured limits, respectively.

Accounts Receivable

Accounts receivable are stated at the amount management expects to collect from outstanding balances. We
provide for probable uncollected amounts through a charge to earnings and a credit to a valuation allowance
based on our assessment of the current status of individual accounts. Balances that are still outstanding after
we have used reasonable colfection efforts are written off through a charge to the valuation allowance and a
credit to accounts receivable.

An estimate of the allowance for returns is provided in accordance with SFAS No. 48, Revenue Recognition
When Right of Return Exists. Reserves for estimated returns and allowances are provided at the time revenue
is recognized. Such reserves are recorded based upon historical rates of returns and allowances and other
factors. An estimate of the allowance for sales credits is provided for in accordance with SFAS No. 5,
Accounting for Contingencies. A reserve for additional product discounts that may be earned under various
reseller incentive programs is provided for at the time revenue is recognized.
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Inventories

Inventories are vatued at the lower of cost (first-in, first-out method) or market.

Property and Equipment

Property and equipment are carried at cost, less accumulated depreciation computed using principally the
straight-line method. Assets are depreciated over periods ranging from three to seven years.

When assets are retired or otherwise disposed of, the cost of the assets and the related accumulated
depreciation are removed from the respective accounts and any gain or loss realized from disposition is
reflected in results of operations.

Advertising

We expense the costs of advertising as incurred except for direct response advertising, which we capitalize
and amortize over its expected period of future benefits. Direct response advertising consists primarily of
catalog advertising to which sales orders are directly attributed. The capitalized cost of the advertising is
amortized over a 12-month period following the issuance of the catalog. At December 31, 2007 and 2006,
$7.912 and $18,622, respectively, of catalog costs were capitalized. Advertising expense amounted to
$192,740 in 2007, $230,740 in 2006 and $478,055 in 2005.

Revenue Recognition

We follow specific and detailed guidelines in determining the proper amount of revenue to be recorded. We
recognize revenues in accordance with Statement of Position (“SOP”) 97-2, Software Revenue Recognition as
amended by SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition, With Respect to Cerlain
Transactions.

Revenue from software license agreements is recognized when the following has been met:

Persuasive evidence of an agreement exists
Delivery of the software has occurred

The fee is fixed or determinable
Collectibility is probable

In software arrangements that include more than one element, we allocate the total arrangement fee among
the elements based on the vendor-specific objective evidence ("VSOE") of the relative fair value of each
deliverable, using the price charged when that element is sold separately. For software arrangements in
which we do not have VSOE for undelivered elements, revenue is deferred until the earlier of when VSOE is
determined for the undelivered elements or when all elements for which we do not have VSOE have been
delivered.

We also generate revenue by providing professional services which consist of consulting, training and
implementation support. The revenue for these services is recognized as the services are performed.
Consulting, training and implementation services are not essential to the functionality of our software products.
Accordingly, revenues from these services are recognized separately.

Software Development Costs

We capitalize software development costs when we determine that it is technologically feasible to produce the
software title. The majority of our product development costs qualify for capitalization due to the concentration
of our development efforts on the content of our courseware. We stop capitalizing costs when the product is
released for sale to our customers, at which time amortization of the capitalized costs begins. We amortize
capitalized software development costs on a product-by-product basis at the greater of the ratio that the
product’s current gross revenue bears to the total of its current and anticipated future gross revenues or the
straight-line method over the estimated economic life of the products, which is generally estimated to be 48
months.
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On an annual basis, we review each capitalized project to determine if the unamortized balance exceeds its
estimated net realizable value. Estimated net realizable value requires us to use judgment in projecting future
revenues. Actual amounts realized could differ materially from those estimated. Future eventis such as
market conditions, customer demand or technological obsolescence could cause us to conclude that the
carrying value of the software at a given point in time is impaired, and the amount of the impairment so
determined would be required to be written off against the carrying value of the asset and charged as an
expense against operations at the time such determination is made.

Income Taxes

Woe account for income taxes according to the provisions of SFAS 109 which requires recognition of deferred
tax assets and liabilities to reflect the expected future tax consequences of temporary differences between the
financial statement and tax basis of assets and liabilities. Deferred tax assets are reduced by a valuation
allowance when it is more likely than not that some or all of the deferred tax asset will not be realized.

Goodwill

In accordance with SFAS No. 142, Goodwill and Other Intangible Assets, which addresses the financial
accounting and reporting standards for goodwill and other intangible assets subsequent to their acquisition, we
test goodwill for impairment annually or more frequently if certain events or changes in circumstances indicate
that the carrying value may not be recoverable.

We reviewed our goodwill as of December 31, 2007 and determined that no impairment existed. Future
events such as market conditions or operational performance could cause us to conclude that impairment
exists. Any resulting impairment loss would be written off against the carrying value of the asset and charged
as an expense against operations at the time such determination is made and could have a material adverse
impact on our financial conditicn and results of operations.

Changes in Accounting Principles

On January 1, 2007 we adopted Financial Accounting Standards Board (“FASB") Interpretation No. 48,
Accounting for Uncertainty in Income Taxes, an interpretation of FASB Statement 109 ("FIN 48"). FIN 48
provides recegnition criteria and a related measurement model for uncertain tax positions taken or expected to
be taken in income tax returns. FIN 48 requires that a position taken or expected to be taken in a tax return be
recognized in the financial statements when it is “more-likely-than-not” that the position would be sustained
upon examination by tax authorities. Tax positions that meet the "more-likely-than-not” threshold are then
valued to determine the amount of benefit to be recognized in the financial statements. With the adoption of
FIN 48 we were required to adjust our financial statements to reflect only those tax positions that are more-
likely-than-not to be sustained. Any necessary adjustment was recorded directly to retained earnings as a
change in accounting principle.

We adopted FIN 48 as of January 1, 2007 and recorded a decrease to retained earnings of $65,000 as a
cumulative effect of a change in accounting principle with a corresponding increase to our liability for uncertain
tax positions.

In May 2007, the FASB issued FASB Staff Position (“FSP") FIN 48-1, Definition of Settlement in FASB
Interpretation No. 48 (“FSP FIN 48-1"). FSP FIN 48-1 provides guidance on how to determine whether a tax
position is effectively settled for the purpose of recognizing previously unrecognized tax benefits. FSP FIN 48-
1 was effective retroactively to January 1, 2007, The implementation of this standard did not have a material
impact on our consolidated financial position or results of operations.

In June 2006, the FASB ratified the Emerging Issues Task Force Issue No. 06-3, ("EITF 06-3") How Taxes
Collected from Customers and Remitted to Governmental Authorities Should Be Presented in the Income
Statement (That Is, Gross versus Net Presentation}. EITF 06-3 addresses the income statement presentaticn
of taxes assessed by various governmental authorities and allows either gross or net presentation. EITF 06-3
was effective for us beginning January 1, 2007. Taxes that we are required to collect from our customers are
not included in our revenues, but are accounted for as a liability to the agency until remitted. The
implementation of this standard did not have a material impact on our consolidated financial position or results
of operations.
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In September 2006, the FASB issued FASB Staff Position AUG AIR-1, Accounting for Planned Major
Maintenance Activities ("“FSP AUG AIR-1"). FSP AUG AIR-1 amends the guidance on the accounting for
planned major maintenance activities; specifically it precludes the use of the previously acceptable “accrue in
advance” method. FSP AUG AIR-1 was effective for us beginning January 1, 2007. The implementation of
this standard did not have a material impact on our consolidated financial position or results of operations.

Recently Issued Accounting Standards

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements ("SFAS 1577), which clarifies
that fair value is the amount that would be exchanged to sell an asset or transfer a liability in an orderly
transaction between market participants. Further, the standard establishes a framework for measuring fair
value in generally accepted accounting principles and expands certain disclosures about fair value
measurements. In February 2008, the FASB issued FSP 157-2 that delayed application of SFAS 157 for
nonfinancial assets and nonfinancial liabilities, except for items that are recognized or disclosed at fair value in
the financial statements on a recurring basis, until fiscal years beginning after Nevember 15, 2008. SFAS 157
is partially effective for us beginning January 1, 2008 and should not have a material impact on our
consolidated financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities (“SFAS 159"). SFAS 158 permits entities to choose to measure many financial assets and financial
liabilities at fair value. Unrealized gains and losses on items for which the fair value option has been elected
are reported in earnings. SFAS 159 is effective for us beginning January 1, 2008 and should not have a
material impact on our consolidated financial position or results of operations, as we currently have no plans to
apply the option provisions of SFAS 159.

In March 2007, the FASB ratified EITF Issue No. 06-10, Accounting for Collateral Assignment Split-Dollar Life
Insurance Agreements (“EITF 06-10"). EITF 06-10 provides guidance for determining a liability for the
postretirement benefit obligation as well as recognition and measurement of the associated asset on the basis
of the terms of the collateral assignment agreement. EITF 06-10 is effective for us beginning January 1, 2008
and should not have an impact on our consolidated financial position or results of operations.

In June 2007, the FASB ratified EITF 06-11, Accounting for the Income Tax Benefits of Dividends on Share-
Based Payment Awards ("EITF 06-117). EITF 06-11 provides that tax benefits associated with dividends on
share-based payment awards be recorded as a component of additional paid-in capital. EITF 06-11 is
effective, on a prospective basis, for us beginning January 1, 2008 and should not have an impact on our
consolidated financial position or results of operations.

In December 2007, the FASB issued SFAS 141(R), Business Combinations (“SFAS 141(R}") which will
replace the existing standard and retain the purchase method of accounting, identify an acquirer, and will have
a broader scope by applying to all transactions and aother events in which an entity obtains control over one or
more other businesses. SFAS 141(R) will replace the prior cost-allocation process, requiring recognition of
assets acquired, liabitities assumed, and any noncontrolling interest at the acquisition date, measured at fair
values. SFAS 141(R) is effective, on a prospective basis for us for any business combinations on or after
January 1, 2008.

In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial
Statements—an amendment of ARB No. 51, ("SFAS 160") which clarifies that a noncontrolling interest in a
subsidiary should be reported as equity and requires that consolidated net income include amounts
attributable to both the parent and the noncontrolling interest, with disclosure of those amounts on the face of
the statement. SFAS 160 is effective for us beginning January 1, 2009 and should have no effect on our
consolidated financial statements as we have no outstanding noncontrolling interest.
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Assets held under capital leases totated $97,978 and were fully depreciated at December 31, 2006.

Balance Sheet Details

December 31,

2007 2006
Accounts receivable:
Trade accounts receivable $ 622,578 $ 847,315
Current portion of note receivable 14,545 13,834
Royalty receivable —_ 13,088
Amount due from coal processor 11,245 —_
Allowance for doubtful accounts, sales
credits and retumns (90,980) (127,779)
$ 557,338 $ 746,458
Inventories:
Finished goods $ 137,981 $ 160,160
Raw materials 147,019 168,238
Reserve for obsolescence (75,580) (31,000)
$ 209,420 $ 297,398
Property and equipment:
Leasehold improvements $ 85891 §$ 88111
Office equipment, furniture and fixtures 1,125,814 1,134,733
Machinery and equipment 444,477 403,104
1,656,182 1,625,948
Accumuiated depreciation {1,561,031) (1,494,271)
$ 95151 $ 131,677
Accrued expenses;
Compensation and benefits $190,130 $ 195,371
Royalties 59,341 79,244
Deposit from collaborator 14,821 —
Prepayment by coal processor —_ 20,000
Other 2,342 1,981
$ 266,634 $ 296,596

Amortization expense of capital lease assets is included in depreciation expense. Depreciation charged to
operations amounted to $90,682 in 2007, $180,398 in 2006 and $226,887 in 2005.

Accounts receivable, inventory and property and equipment of Siboney Corporation and Siboney Learning
Group, Inc. are pledged as collateral for debt (Notes 7 and 8).

3. Long-term Note Receivable

Long-term note receivable consists of a promissory note with principal and interest due of $166,453 as of
December 31, 2007 from a current customer of Siboney Learning Group, Inc. The interest rate on this note is
6.183%. We receive monthly payments of principal and interest of $2,035 on this note which is scheduled to
be fully paid by June 2016.
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4, Capitalized Software Development Costs

The components of capitalized software development costs consist of:

December 31,

2007 2006
Software development in progress $ 160,121 $ 379,308
Capitalized software development costs 6,046,273 5,070,960
Accumulated amortization (4,073,346) (3,276,029)

$ 2,133,048 $2,174,239

Software developments costs of $767,530, $758,592 and $1,350,088 were capitalized in 2007, 2006 and
2005, respectively. Amortization of software development costs charged against earnings amounted to
$797,317, $698,722 and $751,642 in 2007, 2006 and 2005, respectively. We expensed to selling, general and
administrative expenses $11,404 in 2007 and $100,532 in 2008 in costs related to titles that were abandoned.
Amortization charged against earnings in 2005 included approximately $109,000 to reduce certain capitalized
costs to their net realizable value.

Software development costs not capitalized are expensed in the year incurred and totaled $330,072, $665,943
and $688,989 in 2007, 2006 and 2005, respectively.

5, Collaborative Arrangement

In February 2007 we entered into a strategic alliance and joint development agreement with Edumatics
Corporation, inc. (“Edumatics”). Under the agreement we jointly developed a new online test practice product
which is marketed under the name PracticePlanet™. We share costs and any revenues generated with
Edumatics, as provided in the agreement. During 2007 we received approximately $390,000 in cash from
Edumatics to fund its share of the costs we incurred for development efforts and overhead costs related to this
new product. We reduced the amount we capitalized into software development by approximately $150,000
during 2007 to reflect the portion paid by Edumatics. We also reduced our selling, general and administrative
expenses by approximately $225,000 during 2007 to reflect Edumatics’ portion of these costs. We have
$15,000 of development funds we received from Edumatics which is accounted for as an accrued expense as
of December 31, 2007 as we consider these funds to be a liability until we have completed the development of
the program, at which time the funds will reduce our capitalized software development costs.

In December 2007, the FASB ratified EITF Issue 07-1, Accounting for Collaborative Arrangements ("EITF 07-
1"). EITF 07-1 defines collaborative arrangements and establishes reporting requirements for transactions
between collaborators and between participants in the arrangement and third parties. We have concluded that
our agreement with Edumatics would qualify as a collaborative arrangement and we believe that our
presentation of costs is consistent with EITF 07-1. EITF 07-1 is effective for fiscal years beginning after
December 15, 2008, and interim periods within those fiscal years, with retrospective application to all prior
periods presented for all collaborative arrangements existing as of the effective date.

6. Deferred Revenue

Deferred revenue represents billings for professional services which consist of consulting, training and
implementation support that we will provide to our customers and totaled $106,330 and $120,708 as of
December 31, 2007 and 20086, respectively. The revenue for these services is recognized as the services are
performed.
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7. Debt

We have a $1,500,000 revolving line of credit agreement with our bank with an outstanding balance of
$1,075,000 as of December 31, 2007. We had $425,000 in availability on the line of credit as of December 31,
2007 as we made $425,000 in payments during 2007. As of December 31, 2006 we owed $1,500,000 on the
line of credit.

We borrowed $1,200,000 on QOctober 19, 2005 under a term loan with our bank. We made principal payments
of $369,091 during 2007 and $75,000 during 2006 on this term loan. We owed our bank $755,909 and
$1,125,000 as of December 31, 2007 and 2006, respectively on the loan.

Both the line of credit and the term loan require us to pay interest monthly on the outstanding balance at our
bank's prime rate which was 7.25% as of December 31, 2007. Accounts receivable, inventory, property and
equipment are pledged as collateral.

Originally the line of credit expired and the term loan were due in full on April 30, 2006. During 2006 we
refinanced and extended the maturity dates three times. At December 31, 2006 the entire $2,625,000 was
due on January 1, 2007. We extended the maturity to April 1, 2007 under a new agreement with our bank
dated January 1, 2007. We entered into new debt agreements with our hank in March 2007 to extend the due
dates on both the line of credit and the term foan to April 1, 2008. We entered into a new debt agreement in
March 2008 with our bank to extend the due dates from April 1, 2008 to January 1, 2009.

We renewed our bank loans in March 2008 under the following terms:

¢ The interest rate on the line of credit and term loan remains at our bank’s prime rate, which was 5.25%
at renewal.

The quarterly principal payments of $28,125 on the term loan were changed to a schedule of monthly
principal payments of $9,375 beginning May 1, 2008 with the remaining principal due in full January 1,
2009. Under the renewal we are obligated to make principal payments of $103,125 during 2008 with
the remaining $652,784 due January 1, 2009.

The $1,500,000 line of credit was extended through January 1, 2009. The outstanding balance on the
line is due on January 1, 2009.

We agreed to achieve a minimum earnings before interest, taxes, depreciation and amortization, which
will be tested quarterly.

The covenant to maintain minimum stockholders’ equity plus subordinated debt of $2,700,000 was
eliminated as of April 2, 2008.

The covenant to not exceed a ratio of 1.25:1.00 of liabilities as a percent of stockholders’ equity plus
subordinated debt was eliminated as of April 2, 2008.

As of December 31, 2007, our bank debt had the following terms that were specified in our March 2007
renewal:

* We were required to make quarterly principal payments of $28,125 on the term loan starting July 1,
2007 with the remaining principal due April 1, 2008.
The line of credit was extended to April 1, 2008 when the outstanding balance was due.
Our stockholders’ equity plus subordinated debt was to be at least $2,300,000 as of March 31, 2007
and $2,700,000 as of June 30, 2007, and each quarter-end thereafter.

» Qurliabilities as a percent of stockholders’ equity plus subordinated debt must be less than 1.50:1.00
as of March 31, 2007 and 1.25:1.00 as of June 30, 2007, and each quarter-end thereafter.

* We were required to obtain $200,000 of subordinated debt from two of our Directors. (See Note 8
“Related Party Subordinated Debt".)

If we breach any term or condition in the agreements, as amended, our bank has the option to declare the
loans due and payable.
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As of December 31, 2007, we did not comply with the financial covenants specified in our bank credit
agreement. Under the credit agreement, the financial covenants are measured at the end of each quarter.
We are to maintain a ratio of liabilities to stockholders' equity plus subordinated debt no greater than
1.25:1.00. Qur ratio as of December 31, 2007 was 1.36:1.00. in addition, we are to maintain a net worth, plus
subordinated debt, of not less than $2,700,000; our net warth plus subordinated debt was $1,999,066 as of
December 31, 2007. We have obtained a waiver for this non-compliance as of December 31, 2007. Although
we continue to be out of compliance with these financial covenants as of the date of this filing, we do not
anticipate that the bank will exercise its right to declare the notes due and payable. However, we can provide
no assurance that we will be able to obtain a waiver from the bank of future non-compliance with these or any
other financial covenants.

In accordance with SFAS No. 6, Classification of Short-Term Obligations Expected to Be Refinanced at
December 31, 2007 and 2006 we classified our line of credit and a portion of our term loan as a iong-term
liability using the terms of the debt agreements that we entered into with our bank subsequent to year-end.

The weighted average interest rate on the Company’s bank borrowings was 8.02%, 8.18% and 5.60% for the
years ended December 31, 2007, 2006 and 2005, respectively. Interest expense related to our bank debt
amounted to $208,537, $171,932 and $39,970 for the years ended December 31, 2007, 2006 and 2005,
respectively.

8. Related Party Subordinated Debt

On March 21, 2007, we borrowed $200,000 from two members of our Board of Directors; one of the Directors
is also an officer of the Company. We issued to each Director a $100,000 principal amount subordinated
secured note and a five-year warrant to buy 200,000 shares of our common stock. The exercise price under
the warrant is $0.01 per share. We assigned a value of $22,741 to the warrants that were issued as original
issuance discount against the debt and recorded it as an increase to additional paid-in capital.

The effective interest rate on this debt is 16.9%. The debt is due in full in March 2009; we may prepay it
without penalty. We used the proceeds from this debt, which was net of $6,400 of issuance costs, to provide
us additional working capital.

Interest is due quarterly on this debt at a rate of 10% per annum; we can pay in cash or in-kind. We accrued
interest of $16,254 during 2007, which was added to the principal balance of the subordinated debt increasing
it to $216,254. This debt is $202,391 on our consolidated balance sheet at December 31, 2007, which is the
principal amount of $216,254 less the unamortized portion of the original issuance discount of $13,863.

The following table shows the related party expenses in our consolidated statement of operations related to
this debt:

For the Year Ended
December 31, 2007

Interest expense on subordinated debt $ 16,254
Amortization of original issuance discount 8,878
Total related party interest expense $ 25,132

Debt issuance costs amortized to selling,
_general and administrative costs $ 2,499

This debt is secured by a junior lien on substantially all of Siboney Learning Group, Inc.'s assets. Our bank
required that the Directors enter into an agreement that subordinates their loans to the amounts that we owe
the bank, as part of the refinancing of our bank debt. See Note 7 “Debt”.
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9, Statement of Cash Flows Supplemental Disclosures

For the Years Ended December 31,

2007 2006 2005

Interest paid ' $ 193,472 $ 171,932 $ 39,970

Income taxes paid (refunds received), net $ (1,088) % (15,610) $ 16,293
Noncash financing transaction related to the
related party subordinated debt issuance -

Warrant recorded as original issuance discount $ 22,741 $ — $ —

Reclassification to long-term note receivable from
accounts receivable $ —_ $ 164,503 $ —
10. Stock-Based Compensation

Our 1997 Incentive Stock Option Plan, as amended (the “1997 Plan”), provided for grants to our key
employees of options to purchase a maximum of 2,400,000 shares of our common stock. The 1997 Plan
provided for the granting of options which qualified as incentive stock options, within the meaning of Section
422 of the Internal Revenue Code. All options granted under the 1997 Plan had exercise prices of not less
than 100% of the fair market value of the common stock on the date of grant. The 1997 Plan had a maximum
term of ten years and expired in 2007; no options were issued in 2007 or will be issued in the future under the
1997 Plan. Options vested immediately or ratably over a period of five years under the 1997 Plan. The
options expire five years from the date of grant.

We also have a non-qualified stock option plan (the “1987 Plan") which provides for granting to our eligible
employees, directors, consultants and contractors, options to purchase authorized but unissued or reacquired
shares of the Company's common stock. Under the 1987 Plan up to 10,000,000 shares of our common stock
can be granted. The Board of Directors has full authority and discretion in fixing the purchase price of the
stock subject to each option granted. The term of each option granted pursuant to the 1987 Plan shall not be
more than five years from the date of grant.

As discussed in Note 8 “Related Party Subordinated Debt” we issued two five-year warrants to purchase
200,000 shares of our common stock in March 2007 in connection with our subordinated debt offering. The
warrants have an exercise price of $0.01 per share and the related rights to purchase 400,000 shares of our
common stock are outstanding and exercisable as of December 31, 2007.

On January 1, 2006 we adopted SFAS No. 123(R), Share-Based Payment (“SFAS 123{R)}"), which establishes
accounting for equity instruments exchanged for employee services. SFAS 123(R) is a revision of SFAS No.
123, Accounting for Stock-Based Compensation (“SFAS 123"), and replaces Accounting Principles Board
(“APB") Opinion No. 25, Accounting for Stock Issued to Employees ("APB 25”). Under the provisions of SFAS
123(R), share-based compensation cost is measured at the date of grant, based on the estimated fair value of
the award, and is recognized as expense on a straight-line basis over the employee’s requisite service period.

Prior to January 1, 2006, we accounted for stock-based compensation to employees under the intrinsic value
method in accordance with APB 25, as permitted by SFAS 123. Under this method, we did not recognize
compensation cost for stock option awards to employees because options were issued at exercise prices
equal to the market value of the stock on the date of grant.

The compensation cost that has been charged against income for our stock-based compensation plans in
2007 was $16,563 and the related income tax benefit recognized was $583. We recorded $22,741 of original
issuance discount against the subordinated debt when we issued the warrants to purchase 400,000 sharas of
our common stock in March 2007.
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We adopted SFAS 123(R) using the modified prospective application method so no prior period financial
statements were restated. Under this method, we recognized expense in 2006 for both of the following:

+ Compensation cost for all share-based payments granted prior to, but not vested as of January 1, 2008,
based on the grant date fair value estimated in accordance with the provisions of SFAS 123.

« Compensation cost for all share-based payments granted subsequent to December 31, 2005, based on
the grant date fair value estimated in accordance with SFAS 123(R).

For the year ended December 31, 2006, we recognized compensation expense of approximately $26,000 |
related to options granted prior to January 1, 2006. For the year ended December 31, 2006, we recognized
expense of approximately $12,000, related to options granted after December 31, 2005. The total of
approximately $38,000 is reflected in additional paid-in capital at December 31, 2006. Our loss before income
taxes was approximately $38,000 higher and our net loss was approximately $23,000 higher due to our
adoption of SFAS 123(R) for the year ended December 31, 2006. Our basic and diluted loss per common
share for the year ended December 31, 2006 was not changed by our adoption of SFAS 123(R).

The following table illustrates the effect on net loss and loss per share if we had applied the fair value
recognition provisions of SFAS 123 to stock-based employee compensation for the year ended December 31,
2005:

Net loss as reported $(1,236,394)
Add: Stock-based compensation included in

reported net loss —
Deduct: Total stock-based employee

compensation expense using fair value for all

awards, net of related tax effects 76,446
Pro forma net loss $ (1,312,840)

Loss per common share: ‘
As reported $ (0.07)
Pro forma $ (0.07)

|
We estimate the fair value of each option granted on the date of grant using the Black-Scholes option pricing |
model. The following table presents the assumptions used in the option pricing model for the years ended !
December 31, 2007, 2006 and 2005.

For the Years Ended !
December 31, |

Actual Actual Pro Forma
2007 2006 2005
Expected option life 3.2 years 3.0 years 3.0 years
Risk-free interest rate 4.77% 513% 3.51%
Expected volatility 68% 62% 63%

Forfeiture rate 22% 20% 1%
Expected dividend yield - - -

The expected life of the options represents the period of time the options are expected to be outstanding
based on historical trends. The risk-free interest rate is determined using the rates for U.S. Treasury bonds
with maturities similar to the expected life of the options at the time the options are granted. Estimated
volatility is measured using historical weekly price changes of the stock over the expected life of the options.
The estimated forfeiture rate is based on historical forfeiture patterns. We have not declared or paid dividends
on our common stock and we do not anticipate paying dividends in the foreseeable future.
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A summary of option activity is presented below:

Weighted
Weighted Average
Average Remaining Aggregate
Number of Exercise Contractual Intrinsic
Shares Price Term Value
Options outstanding at January 1, 2005 2,962,780 $0.38
Granted 1,092,700 0.28
Forfeited or expired (1,000,400} 0.46
Options outstanding at December 31, 2005 3,055,080 $0.32
Granted 437,900 0.17
Forfeited or expired (1,019,720} 0.42
Options outstanding at December 31, 2006 2,473,260 $0.25
Granted 450,000 0.02
Forfeited or expired {618,900) 0.31
Options outstanding at December 31, 2007 2,304,360 $0.19 2.1 years $62,500
Qptions exercisable at December 31, 2007 2,167,920 $0.19 2.1 years $62,500

During 2007 options were granted with a weighted average grant-date fair value of $0.06 and the warrants to
purchase common stock had a grant-date fair value of $0.10. During 2006 and 2005 the weighted average
grant-date fair value was $0.06 and $0.14, respectively. No options were exercised during the years ended
December 31, 2007, 2006 or 2005.

A summary of the status of our non-vested stock options as of December 31, 2006 and the activity for the year
ended December 31, 2007 is presented below:

Weighted
Average
Number of Fair Value
Shares on Grant Date
Non-vested options outstanding at
December 31, 2006 487,328 $0.12
Granted - -
Vested (181,740) 0.09
Forfeited or expired (101,160) 0.14
Non-vested options outstanding at
December 31, 2007 204,428 $0.11

As of December 31, 2007, there was $17,850 of total unrecognized compensation cost related to non-vested
share-based compensation awards, net of estimated forfeitures, which we expect to recognize over a weighted
average period of approximately 1.6 years. The total fair value of stock options vested during the year ended
December 31, 2007, 2006 and 2005 was $19,988, $37,953 and $50,962, respectively.
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The following table summarizes the various share-based arrangements outstanding at December 31, 2007:

Outstanding Options

Exercisable Options

Woeighted Weighted Weighted
Range of Average Average Average
Type of Exercise Remaining Exercise Exercise
Option Prices Number  Contractual Life Price Number Price
Incentive stock $0.165 -
options $0.420 1,104,360 1.4 years $0.23 967,920 $0.22
Non-qualified stock $0.110 -
options $0.420 800,000 2.2 years 0.24 800,000 0.24
Warrants to buy
common stock $0.010 400,000 4.2 years 0.01 400,000 0.01
2,304,360 2.1 years $0.19 2,167,920 $0.19

11. Deferred Compensation Plan

On January 1, 1994, we adopted a qualified, defined contribution profit sharing plan covering eligible full-time
and part-time employees. The plan is qualified under Section 401(k) of the Internal Revenue Code, and allows
employees to contribute on a tax-deferred basis. The plan allows for matching contributions up to 3.6% of the
employee's annual qualified wages. In July 2006 we stopped matching contributions. The plan allows us to
make non-elective or discretionary contributions in such amounts as the Board of Directors may annually
determine. Our total contributions to the 401(k) plan were approximately $46,870 in 2006 and $88,700 in

2005.
12. Income Taxes

The income tax benefit (expense) consists of:-

For the Years Ended
December 31,
2007 2006 2005
Current
Federal $ 9,000 $ — $ 56,547
State (3,099) 14,000 6,453
Total current 5,901 14,000 63,000
Deferred
Federal 202,700 532,000 589,052
State 42,300 108,000 109,948
Valuation allowance {966,000) — —
Total deferred (721,000) 640,000 709,000
$ (715,099) $ 654,000 $ 772,000
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The recongiliation of the effective tax rate with the statutory federal income tax rate is as follows:

2007 2006 2005

Statutory rate 34 % 34% 34%

State income taxes, net of federal benefits 3% 4% 4%

| Change in valuation allowance (a) (127)% — —
Non deductible expenses {(2)% (1Y% (1)%

Other {2)% 2% 1%

(94)% 39% 38%

(a) See discussion related to the valuation allowance on deferred tax assets below.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. Our
deferred tax assets and Jiabilities, as shown in the accompanying consolidated balance sheet, include the
following components:

December 31,

2007 2006
i Deferred Tax Assets

' Inventory obsolescence and
| uniform capitalization $ 30,400 $ 12,500
Accrued vacation 54,200 50,600
Accounts receivable allowances 36,600 50,800
Property and equipment 34,800 28,600
Other 8,500 2,800
Net operating loss carryforwards 1,561,000 1,653,000
Total deferred tax assets 1,725,500 1,798,300

Deferred Tax Liabilities

Capitalized software development costs 759,500 693,300
Total deferred tax lighilities 759,500 693,300
. Valuation Allowance { 966,000) —
| Net deferred tax assets $ — $ 1,105,000

The deferred tax assets and liabilities include the following components:

December 31,

2007 2006
Net current deferred tax assets $ 126,000 $ 114,000
Net long-term deferred tax assets 840,000 991,000
Valuation allowance { 966,000) —
$ — $ 1,105,000
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As of December 31, 2007, we had net operating loss carryforwards for federal income tax purposes of
approximately $4.0 million. Net operating loss carryforwards will expire, if unused, by the end of 2025 and
2026.

In accordance with SFAS 109, we evaluate our deferred income taxes quarterly to determine if valuation
allowances are required or should be adjusted. SFAS 109 requires an assessment whether valuation
allowances should be established against deferred tax assets based on consideration of all available
evidence, both positive and negative, using a “more-likely-than-not” standard. This assessment considers,
among other matters, the nature, frequency and severity of recent losses, forecasts of future profitability, the
duration of statutory carryforward periods, experience with tax credits or carryforwards expiring unused and
tax planning alternatives. In making such judgments, significant weight is given to evidence that can be
objectively verified.

A valuation allowance has been established for our deferred tax assets based on a “more-likely-than-not”
threshold. Our ability to realize our deferred tax assets depends on our ability to generate sufficient taxable
income within the carryforward periods provided for under tax law.

Based upon our continued assessment of the realization of our net deferred tax asset and our third year of
historical operating losses, we concluded that it was appropriate to establish a full vatuation allowance for our
net deferred tax asset in the amount of $966,000 during 2007. Concluding that a valuation allowance is not
required is difficult when there is significant negative evidence which is objective and verifiable, such as
cumulative losses in recent years. In future periods, our earnings or losses will not be tax-effected until such
time as the certainty of future tax benefits can be reasonably assured,

We allocated our income tax expense (benefit) between continuing operations and the extraordinary gain in
accordance with SFAS 109. SFAS 109 is applied by tax jurisdiction, and in periods in which there is a pre-tax
loss from continuing operations and pre-tax income in another category, such as discontinued operations or
extraordinary gain, income tax expense is first allocated to the other sources of income, with a related benefit
recorded in continuing operations.

Upon adoption of FIN 48 as of January 1, 2007, we recorded a decrease to retained earnings of $65,000 as a
cumulative effect of a change in accounting principle with a corresponding increase to our liability for uncertain
tax positions related to various federal and state income tax matters. This entire amount would impact our
effective tax rate, if recognized. As we have net operating losses we did not accrue interest or penalties
related to our unrecognized tax benefits. We do not expect that the amounts of unrecognized tax benefits will
change significantly within the next 12 months.

A reconciliation of the total amounts of unrecognized tax benefits at the beginning and end of the year is as
follows:

Unrecognized tax benefits at January 1, 2007 $ 65,000
Change in unrecognized tax benefits as a result of tax positions taken

during a prior period —
Change in unrecognized tax benefits as a result of lax positions taken

during the current period —
Decrease in unrecognized tax benefits relating to settlements with

taxing authorities —
Reductions to unrecognized tax benefits as a result of a lapse of the

applicable statute of limitations { 10,600)

Unrecognized tax benefits at December 31, 2007 § 54,400

We recognize interest related to unceriain tax positions in interest income or expense and related penalties, if
applicable, in operating expenses which is consistent with how we recognized these items in prior periods.
During 2007 we reported no interest expense or accrued interest in our consolidated financial statements
related to unrecognized tax benefits. No penalties were recognized during 2007.

In general, we are not subject to U.S, federal, state and local income tax examinations by tax authorities for
years prior to 2004 and, accordingly, a liability for uncertain tax positions is not required for those years.
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13. Loss per Share

Basic loss per share is computed using the weighted average number of common shares outstanding during
the period. Shares issued or reacquired during the period are weighted for the portion of the period that they
were outstanding. Diluted loss per share reflects the incremental increase in commen shares outstanding
assuming the exercise of all stock options and warrants that would have had a dilutive effect on earnings (foss)
per share. Qur potentially dilutive common shares consist of unexercised stock options and warrants.

Due to net losses for all periods presented, the assumed exercise of stock option awards and warrants had an
anti-dilutive effect and therefore were excluded from the computation of diluted loss per share. Total shares
excluded in the computation of diluted earnings per share were 2,304,360, 2,473,260 and 3,055,080 for the
years ended December 31, 2007, 2006 and 2005, respectively.

14. Commitments and Contingencies

Leases

We lease office and warehouse space under renewable operating leases which expire at various dates
through May 2011. Total rent expense under all operating leases was $312,978, $329,436 and $325,090 in
2007, 2006 and 2005, respectively, We sublet office space during 2007 and 2006 and reduced our rent
expense by approximately $36,000 and $7,500, respectively. The sublet expired on December 30, 2007.

The future minimum annual rentals as of December 31, 2007 under the remaining leases are as follows:

Year Amount
2008 $ 304,083
2009 307,539
2010 78,211
2011 24.680
Total $ 714,513

Legal Proceedings

On June 25, 2004, Merit Audio Visual, Inc. d/b/a Merit Software (“Merit”) filed a lawsuit in the Federal District
Court for the Eastern District of Missouri against Siboney Corporation, Siboney Learning Group, Inc., and the
Company’s former President (collectively “Siboney™). In the lawsuit, Merit alleged, among other things,
copyright infringement and breach of contract. In December 2004, Siboney entered into a definitive
agreement with Merit to settle all claims in the lawsuit.

The principal terms of the settlement agreement included:

None of the parties admitted liability for any of the claims.

Siboney’s software relevant licensing agreement with Merit terminated as of December 31, 2005.
Siboney agreed to continue to pay royalties due under the licensing agreement through its termination.
Siboney paid to Merit $465,000 upon execution of the settlement agreement.

Merit returned approximately $50,000 of the royalty payments previously made by Siboney.

Siboney paid to Merit $100,000 in September 2005 and 2006.

Siboney paid the final payment of $100,000 in September 2006. 1n accordance with the settlement
agreement, all claims were dismissed with prejudice on January 18, 2005.

15. Significant Customers and Suppliers

Sales to Brainstorm USA represented 15.2%, 16.5% and 12.6% of our revenues in 2007, 2006 and 2005,
respectively. As of December 31, 2007 and 2006, the amount that Brainstorm USA owed us represented 14%
and 19% of our net accounts receivable.
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16. Summary of Quarterly Financial Information {Unaudited)

The following are unaudited comparative quarterly summaries of our consolidated results of operations for the
years ended December 31, 2007 and 2006. The summaries were prepared using accounting principles
generally accepted in the United States of America and, in the opinion of management, include all
adjustments, consisting of normally recurring accruals, necessary for a fair presentation of the resuits of
operations for the respective quarterly periods. Earnings per share are computed independently for each of
the quarters presented. Therefore, the sum of the quarterly net earnings per share will not necessarily equal
the total for the year.

March 31 June 30 September 30 December 31
2006
Revenues $ 1,495404 § 2233779 $ 1,289,135 § 1,277,616
Incoma (loss) from operations 3 (579,640) $ 109,824 $ (508,347) § {519,062)
Incoma tax benefit $ 243,000 $ 7000 $ 221,000 $ 183,000
Net income (loss) $ (366,128) $ 74273 § (348,981) § {371,936)
Earnings (loss} per common share:
Basic $ (0.02) $ - 3 (0.02) & {0.02)
Diluted s (0.02) 3 -8 (0.02) $ (0.02)
Weighted average number of shares:
Basic 16,930,419 16,930,419 16,930,419 16,920,419
Diluted 16,930,419 16,948,209 16,930,419 16,920,419
2007
Revenues $ 1,187,083. % 1,930,896 $ 1,486,094 $ 1,016,018
Income (loss) from operations $ (333.669) $ 204959 $ 8,255 $ (512,403)
Income tax benefit (expense) $ 136,000 $ (99,000) $ (1,136,099) 3 384,000
Income (loss) before extraordinary gain 5 (249.629) & 137,600 $ (1,186,476) $ (179,896)
Extraordinary gain, net $ - $ - 5 - $ 624,725
Net income (loss) 5 (249,629) % 137,600 % (1,186,476) % 444 829
Basic earnings (loss} per common share:
Income (loss) before extraordinary gain $ (0.01) & 001 § (0.07) $ (0.01)
Extraordinary gain - - - 0.04
Total $ 0.01) $ 001 § (0.07) 3 0.03
Diluted earnings (loss) per common share:
Income (loss) before extraordinary gain $ {0.01) $ 001 % {0.07) $ (0.01)
Extraordinary gain - - - 0.04
Total $ 0.01) § 0.01 % (0.07) 0.03
Weighted avérage number of shares:
Basic 16,920,419 16,920,419 16,920,419 16,920,419
Diluted 16,920,419 17,150,914 16,920,419 17,168,391

Results for the three months ended September 30, 2007 included income tax expense of $1,141,000 related
to establishing a valuation allowance against our net deferred tax assets.

Results for the three months ended December 31, 2007 included an extraordinary gain of $624,725 due to the
sate of a claim that arose out of natural resources interests held in Cuba which were expropriated by the
Cuban government. The gain includes the cash we received of $1,018,725 offset by $10,000 in direct costs
and $384,000 in income tax expense.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this Annual Report on Form 10-K, we carried out an evaluation under
the supervision and with the participation of cur management, including the Chief Executive Officer and the
Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and
procedures as defined in Exchange Act Rules 13a-15(e) and 15d-15(e). Disclosure controls and procedures
are designed to ensure that information required to be disclosed in our reports filed under the Securities
Exchange Act of 1934 (the “Exchange Act”) is recorded, processed, summarized and reported within the time
periods specified in the SEC’s rules and forms and that such information is accumulated and communicated to
our management, including the Chief Executive Officer and Chief Financial Officer, to allow timely decisions
regarding required disclosure. Based on this evaluation, our Chief Executive Officer and Chief Financial
Officer concluded that the design and operation of our disclosure controls and procedures were effective as of
December 31, 2007.

Changes in Internal Control Over Financial Reporting

There have been changes in our internal control over financial reporting during the period from January 1,
2007 to December 31, 2007, including the fourth quarter of 2007 that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting. We believe these changes
have improved our internal control over financial reporting. In March 2007 we filed our Annual Report on

Form 10-K for the year ended Decemnber 31, 2006 ("2006 Report") and, as described in Item 9A. "Controls and
Procedures” in that report, we identified a material weakness as of December 31, 2006 related to our
corporate tax accounting function. A material weakness is a control deficiency, or combination of control
deficiencies, that results in more than a remote likelihood that a material misstatement of our annual or interim
financial statements will not be prevented or detected.

This weakness related specifically to the Company’s not maintaining sufficient resources in the corporate tax
accounting function to accurately identify, evaluate and report our income tax transactions. This deficiency did
not result in any material errors in the Company’s accounting for income taxes.

During 2007 and since filing the 2006 Report, we made changes to address this weakness. We developed
and implemented a formal policy governing key aspects of accounting for income taxes, we increased the
training of our corporate accountants and managers on accounting for income taxes and we performed
significant substantive procedures to verify amounts recorded related to income taxes.

Based on these actions, we concluded that the material weakness related to corporate tax accounting
previously identified had been remediated as of December 31, 2007.

Management's Report on Internal Control over Financial Reporting

Qur management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Our internal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate. Under the supervision and with the
participation of our management, including our Chief Executive Officer and Chief Financial Officer, we
conducted an evaluation of the effectiveness of our internal control over financial reporting as of December 31,
2007 based on the criteria established in Internal Control — Integrated Framework and additional guidance
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provided by Internal Control over Financial Reporting — Guidance for Smaller Public Companies as issued by
the Committee of Sponsoring Organizations of the Treadway Commission.

In our 2006 Report, we identified a material weakness at December 31, 2006 related to our corporate tax
accounting function. In response to this material weakness, management instituted changes in 2007. We
developed and implemented a formal policy governing key aspects of accounting for income taxes, we
increased the training of our corporate accountants and managers on accounting for income taxes and we
performed substantive procedures to verify amounts recorded related to income taxes. Based on these
actions, we concluded that the material weakness related to corporate tax accounting previously identified had
been remediated as of December 31, 2007.

Based on the results of this evaluation, we concluded that our internal control over financial reporting was
effective as of December 31, 2007.

This annual report does not include an attestation report of cur independent registered public accounting firm
regarding internal control over financial reporting. Management's report was not subject to attestation by our
independent registered public accounting firm pursuant to temporary rules of the Securities and Exchange
Commission that permit us to provide only management's report in this annual report.

item 9B. Other Information

As of December 31, 2007, we did not comply with the financial covenants specified in our bank credit
agreement. Under the credit agreement, the financial covenants are measured at the end of each quarter.
We are to maintain a ratio of liabilities to stockholders’ equity plus subordinated debt no greater than
1.25:1.00. Our ratio as of December 31, 2007 was 1.36:1.00. At all times we are to maintain a net worth, plus
subordinated debt, of not less than $2,700,000; our net worth plus subordinated debt was $1,999,066 as of
December 31, 2007. We have obtained a waiver for this non-compliance as of December 31, 2007. Although
we continue to be out of compliance with these financial covenants as of the date of this filing, we do not
anticipate that the bank will exercise its right to declare the notes due and payable. However, we can provide
no assurance that we will be able to obtain a waiver from the bank of future non-compliance with these or any
other financiat covenants.

PART Il

Item 10. Directors and Executive Officers of the Registrant

The information contained under the captions “Proposal 1 - Election of Directors - Information Concerning
Nominees,” “Information Concerning Executive Officers,” “The Board of Directors, Compensation Committee
and Audit Committee—Audit Committee” and “—Shareholder Communications” and “Section 16(a) Beneficial
Ownership Compliance” in the Company’s definitive proxy statement to be filed under Regulation 14A for the
Company’s 2008 annual meeting of shareholders, which involves the election of directors, is incorporated
herein by this reference.

The Board of Directors has approved a Code of Ethics that covers the Company's principal executive officer,
principal financial officer, principal accounting officer or controller, or persons performing similar functions.
This code is posted on the Company's website, www.siboney.com. The Company will provide a copy of the
Code of Ethics to any person upon request without charge. Requests shouid be sent to the attention of the
Company's Corporate Secretary.

Item 11. Executive Compensation

The information contained under the captions “Executive Compensation” and “Director Compensation” in the
Company’s definitive proxy statement to be filed under Regulation 14A for the Company’s 2008 annual
meeting of shareholders, which involves the election of directors, is incorporated herein by this reference.
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Itern 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

The information regarding security ownership contained under the captions “Voting Securities and Principal
Holders Thereof” and “Proposal 1 Election of Directors - Information Concerning Nominees” in the Company’s
definitive proxy statement to be filed under Regulation 14A for the Company's 2008 annual meeting of
shareholders, which involves the election of directors, is incorporated herein by this reference.

The following table summarizes information as of December 31, 2007, relating to equity compensation plans.

Equity Compensation Plan Information
Number Of Securities
Remaining Available
Future Issuance Under
Number Of Securities To Weighted Average  Equity Compensation

Be Issued Upon Exercise Exercise Price Of Plan [Excluding
Of Outstanding Options, Outstanding Options, Securities Reflected in
Warrants And Rights Warrants And Rights Column (a}]
Plan Category {a) {b) (c)
Equity compensation plans
approved by security holders 1,104,360 $0.23 NONE
Equity compensation plans
not approved by security
holders'" 1,200,000 0.16 6,940,000
Total 2,304,360 6,940,000

(1) The Company's 1987 Non-Qualified Stock Option Plan has not been approved by our security holders. The plan
provides for the granting of options to purchase our commoen stock to our eligible employees, directors, consultants and
contractors. The Board of Directors has full authority and discretion in fixing the purchase price of the stock subject to
each option granted. The term of each option granted pursuant to the plan shall not be more than five years from the date
of grant.

Item 13. Certain Relationships and Related Transactions and Director Independence

The information contained under the caption "The Board of Directors, Compensation Committee and Audit
Committee” in the Company’s definitive proxy statement to be filed under Regulation 14A for the Company's
2008 annual meeting of sharehalders, which invalves the election of directors, is incorporated herein by this
reference.

item 14. Principal Accountant Fees and Services

The information contained under the caption "Independent Public Accountants” in the Company’s definitive
proxy statement to be filed under Regulation 14A for the Company’s 2008 annual meeting of shareholders,
which involves the election of directors, is incorporated herein by this reference.

The Audit Committee has adopted a policy requiring pre-approval by the committee of all services (audit and
non-audit) to be provided {o us by our independent auditors. In accordance with that policy, the Audit
Committee has given its approval for the provision of audit and tax compliance services by RubinBrown LLP,
for the year ended December 31, 2007,

43




PART IV

item 15. Exhibits and Financial Statement Schedule

The following documents are filed as part of this report:
{1) Financial Statements

See Itern 8 - Index to Consolidated Financial Statements.
(2) Financial Statement Schedules

See Schedule Il - Vatuation and Qualifying Accounts for the years ended December 31, 2007, 2006
and 2005.

(3)  Exhibits

See Exhibit Index for the exhibits filed as part of or incorporated by reference into this report.
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SIBONEY CORPORATION AND SUBSIDIARIES

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
For the years ended December 31, 2007, 2006 and 2005

Deductions —
Additions - Charges for
Beginning Charged to which reserve Ending
Description Balance expense was created Balance
Allowance for doubtful accounts,
sales credits and returns — deducted
from accounts receivable
2005 $ 143,723 $ 163,679 $ (76,210) $ 231,192
2006 231,192 52,804 {156,217) 127,779
2007 127,779 21,857 {58,656) 90,980
Obsolescence reserve —
deducted from inventory
2005 39,600 31,358 {14,629) 56,329
20086 56,329 (500) (24,829) 31,000
2007 31,000 53,896 (9,316) 75,580
Valuation allowance — deducted
from deferred income taxes
2005 — — — —
2006 — —_ — —
2007 — 966,000 — 966,000
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d}) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date:

March 28, 2008

BY:

Siboney Corporation

(Registrant

fs/ Timothy J. Tegeler
Timathy J. Tegeler
Chief Executive Officer
{Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Date:

Date:

Date:

Date:

Date:

Date:

March 28, 2008

March 28, 2008

March 28, 2008

March 28, 2008

March 28, 2008

March 28, 2008

BY:

BY:

BY:

BY:

BY:

BY:

/s/ Timothy J. Tegeler
Timothy J. Tegeler, Director

s/ William D. Edwards, Jr.
Wiilliam D. Edwards, Jr., Director and Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)

/sf Rebecca M. Braddock
Rebecca M. Braddock, Director

fs/ Lewis B. Shepley
Lewis B. Shepley, Director

s/ John J. Riffle
John J. Riffle, Director

/s/ Jerome W. Thomasson

Jerome W. Thomasson, Director
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EXHIBIT INDEX

Exhibit No.

3(a)

3(b)

4(a)

10(a}

10(b}

10(c)

10(d)

10(e)

10(f)

10(g)

10(h)

10()

10()

10(K)

Description

Amended and Restated Articles of Incorporation of the Company incorporated by reference to
Exhibit 3{a) to the Company’s Annual Report on Form 10-K for the year ended December 31,
2003 (SEC File No. 001-03952).

Amended and Restated Bylaws of the Company incorporated by reference to Exhibit 3(b) to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2004.

Form of Warrant issued to subordinated lenders, each dated March 21, 2007, incorporated by
reference to Exhibit 4(a) to the Company's Annual Report on Form 10-K far the year ended
December 31, 2006. ’

Software License Agreement between the Company and Nectar Foundation dated May 8, 1998
and Amendment to Software License Agreement dated September 8, 1999, incorporated by
reference to Exhibit 10(d) to the Company’'s Annual Report on Form 10-K for the year ended
December 31, 1999 (SEC File No. 001-0395).

Siboney Corporation 1997 Incentive Stock Option Plan incorporated by reference to Exhibit 4.1 to
the Company’s Registration Statement on Form S-8 dated September 9, 1997*,

Siboney Corporation 1987 Non-Qualified Stock Option Plan incorporated by reference to Exhibit
4.4 to the Company's Registration Statement on Form $-8 dated May 30, 2003*.

Employment Agreement with William D. Edwards, Jr. dated December 7, 2004 incorporated by
reference to Exhibit 99.1 to the Company’s Current Report on Form 8-K filed December 7, 2004*.

General Business Security Agreement in favor of Southwest Bank of St Louis by Siboney
Learning Group, Inc. and Siboney Corporation dated June 1, 2006 incorporated by reference to
Exhibit 10.3 to the Company's Quarterly Report on Form 10-Q for the quarter ended June 30,
2006.

Letter Agreement between Southwest Bank of St. Louis and Siboney Learning Group, Inc. and
Siboney Corporation dated April 2, 2007, incorporated by reference to Exhibit 10(h) to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2006.

Promissory Note executed in favor of Southwest Bank of St. Louis by Siboney Learning Group,
Inc. and Siboney Corporation dated April 2, 2007, incorporated by reference to Exhibit 10{i) to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2006.

Promissory Note executed in favor of Southwest Bank of St. Louis by Siboney Learning Group,
Inc. and Siboney Corporation dated April 2, 2007, incorporated by reference to Exhibit 10(j) to the
Company’'s Annual Report on Form 10-K for the year ended December 31, 2006.

Letter Agreement between Southwest Bank, an M&| Bank and Siboney Learning Group, Inc. and
Siboney Corporation dated April 2, 2008.

Promissory Note executed in favor of Southwest Bank, an M&I Bank by Siboney Learning Group,
Inc. and Siboney Corporaticn dated April 2, 2008.

Promissory Note executed in favor of Southwest Bank, an M&I Bank by Siboney Learning Group,
Inc. and Siboney Corporaticn dated April 2, 2008,
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10()

10(m)

10(n)

10(0)

10(p)

21

23

311

31.2

32.1

32.2

Strategic Alliance and Joint Development Agreement between Siboney Learning Group, Inc. and
Edumatics Corporation, Inc. dated February 2, 2007, incorporated by reference te Exhibit 10(k) to
the Company's Annual Report on Form 10-K for the year ended December 31, 20086.

Note and Warrant Purchase Agreement by and between Lewis B. Shepley and Timothy J.
Tegeler by Siboney Learning Group, Inc. and Siboney Corporation dated March 21, 2007,
incorporated by reference to Exhibit 10(]) to the Company’s Annual Report on Form 10-K for the
year ended December 31, 2006.

Form of Note issued to Lewis B. Shepley and Timothy J. Tegeler, each by Siboney Lea.rning
Group, Inc. and Siboney Corporation dated March 21, 2007, incorporated by reference to Exhibit
10(m) to the Company’s Annual Report on Form 10-K for the year ended December 31, 2006.

Form of Subordination Agreement Among Siboney Learning Group, Inc. and Siboney
Corporation, as Borrower, and each of Timothy J. Tegeler and Lewis B. Shepley, as Creditor, in
favor of Southwest Bank of St. Louis dated March 21, 2007, incorporated by reference to Exhibit
10(n) to the Company’s Annual Report on Form 10-K for the year ended December 31, 2006.

Asset Purchase Agreement By and Between Clarinbridge, LLC and Siboney Corporation dated
December 19, 2007.

Subsidiaries of the Company, incorporated by reference to Exhibit 21 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2004.

Consent of RubinBrown LLP, Independent Auditors, filed herewith.

Certification of Chief Executive Officer required by Rule 13a-14{a) or Rule 15d-14(a) of the
Securities Exchange Act of 1934, filed herewith.

Certification of Chief Financial Officer required by Rule 13a-14(a) or Rule 15d-14(a} of the
Securities Exchange Act of 1934, filed herewith.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.

* Management contract or compensatory plan
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EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Siboney Corporation
St. Louis, Missouri

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (file
Numbers 333-35247 and 333-105722) of our report dated March 28, 2008, relating to the consolidated
financial statements of Siboney Corporation appearing in the Company's Annual Report on Form 10-K for
the year ended December 31, 2007.

/s/ RubinBrown LLP

St. Louis, Missouri
March 28, 2008




Exhibit 31.1

CERTIFICATION
I, Timothy J. Tegeler, certify that:
1. I have reviewed this annual report on Form 10-K of Siboney Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting
that occurred during the registrant's most recent fiscal quarter ({the registrant's fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors {or persons performing the equivalent functions):

(@} All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal control over financial reporting.
Date: March 28, 2008
{s/ Timothy J. Tegeler

Timothy J. Tegeler
Chief Executive Officer




Exhibit 31.2
CERTIFICATION
I, William D. Edwards, Jr., certify that:
1. | have reviewed this annual report on Form 10-K of Siboney Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officers and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15({f) and 15d-15(f)) for
the registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controis and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

(b} Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant's internal control over financial reporting
that occurred during the registrant's most recent fiscal quarter (the registrant’'s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting; and

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors {or persons performing the equivalent functions):

(a) Al significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial infermation; and

(b} Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant's internal control over financial reporting.
Date: March 28, 2008
{s/ William D. Edwards, Jr.

William D. Edwards, Jr.
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Siboney Corporation (the "Company”) on Form 10-K for the period
ended December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the
“‘Report™), |, Timothy J. Tegeler, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §
1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2003, that:

(1}  The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

/s/Timothy J. Tegeler
Timothy J. Tegeler
Chief Executive Officer

March 28, 2008




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Siboney Corporation (the “Company”) on Form 10-K for the period
ended December 31, 2007, as filed with the Securities and Exchange Commission on the date hereof (the
“Report™), I, William D. Edwards, Jr., Chief Financial Officer of the Company, cerify, pursuant to 18 U.S.C.
§ 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2003, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

{2) The information contained in the Report fairly presents, in ali material respects, the financial
condition and results of operations of the Company.

{s/William D. Edwards, Jr.
William D. Edwards, Jr.
Chief Financial Officer

March 28, 2008




Stockholder Information

Forward-Looking Statements

This report contains certain statements regarding future
results, performance, expectations or intentions that may
be considered “forward-looking statements” as that term
is defined in Secrion 27A of the Securities Act of 1933
and Section 21E of the Securities Exchange Act of 1934.
Any forward-looking statements are necessarily subject to
significant uncertainties and risks. When used in this report,
the words “believes,” “anticipates,” “intends,” “expects” and
similar expressions are intended to identify forward-looking
statements. Actual results could be materially different as a
result of various uncertainties.

Factors that could cause actual results to differ marerially from
the forward-looking statements include, but are not limited to,
the following:

* Risks associated with our ability to access capital to
finance our business including our ability to meet our
obligations under our bank loans.

* Risks related to our customers’ dependence on
government funding to purchase our products.

* Risks associared with our ability to compete with well-
established and well-funded competitors.

* Risks associated with the constant changes in the
technologies used to build and deliver our products.

* Qur ability to retain key personnel.

* Qur ability to motivate our independent dealer
representatives to sell our products.

* Changes in market acceprance and demand for
curriculum-based educational software, including che
effects of possible changes to NCLB requirements.

* Risks associated with acceptance of statistical studies.

* Risks associated with the launch of PracticePlanet™
online test practice product.

* Risks associated with our ability o comply with the
requirements of Section 404(a) of the Sarbanes-Oxley
Act of 2002.

* Risks that we may not receive payments from our
natural resources interests.

No assurances can be given that the results contemplated in
any forward-looking statements will be achieved or will be
achieved in any particular timeframe. We assume no obligation
to publicly correct or update any forward-looking statements
as a result of events or developments subsequent to the date

ofginle rpoe-alhic reader is advised, however, to consult any
igfpgires the Company makes on related subjects in
sop U pejurities and Exchange Commission.

Siboney Stock (SBON})

Siboney Corporation common stock is traded on the Over-
The-Counter “Bulletin Board” maintained by NASDAQ. As
of December 31, 2007, there were 16,920,419 shares issued and
outstanding and approximately 7,700 stockholders of record,
not including individuals holding shares in street name. The
closing bid price of our common stock was 16 cents per share

on December 31, 2007.

The following table sets forth the high and low bid prices per
share of common stock:

Market Price Of Common Stock

2007 2006
Quarter High Low High Low
First $.14 $.08 $.27 $.20
Second 27 .09 .24 14
Third 25 13 .20 a2
Fourth .25 A4 A3 10

The foregoing marker quotations reflect interdealer prices,
without retail markup, markdown or commission and may not
necessarily represent actual transactions.

No cash dividends were paid on our common stock in 2007 or
2006. We intend to continue our historical pattern of utilizing
cash generated by operations to support future growth. In
addition, our loan agreements presently prohibit payments of

dividends.

Shareholder Assistance

For information about stack transfers, address changes, account
consolidation, registration changes and lost certificates:

Registrar and Transfer Company
Attn: Investor Relations

10 Commerce Drive

Cranford, NJ 07016

(800) 368-5948

Annual Meeting

The Siboney Corporation Annual Meeting will be held on
June 3, 2008 at 11:00 a.m. at Siboney Corporation’s corporate
office, 325 N. Kirkwood Road, Saint Louis, Missouri 63122,

{Carporate Information is continued on the outside back cover,)




Corporate Information

Board of Directors

Rebecca M. Braddock
Siboney Cotporation
Saint Louis, Missouri

William.D. Edwards, Jr.
Siboney Corporation
Saint Louis, Missouri

John 1. Riffle
Lewis, Rice, & Fingersh, L.C.
Saint Louis, Missouri

Lewis B, Shepley
Consulrant
Saint Louis, Missouri

Timothy ]. Tegeler
Siboney Corporation
Saint Louis, Missouri

Jerome W. Thomasson
Thomasson Advisory Group
Saint Louis, Missouri

Officers

Timothy J. Tegeler
Chairman and Chief
Executive Officer
Siboney Corporation

William D. Edwards, Jr.
Exccutive Vice President and
Chief Operating Officer

Siboney Corporation and President
Siboney Learning Group, Inc.

Rebecca M, Braddock
Vice President and Secretary
Siboney Corporation

Corporate Offices

Siboncy Corporation

325 N. Kirkwood Rd., Suite 300

P.O. Box 221029

Saint Louis, MO 63122
(314) 822-3163

(314) 822-3197 Fax

www.siboney.com

Siboney Learning Group, Inc.
325 M. Kirkwood Rd., Suite 200

Saint Louis, MQ 63122
(314) 909-1670
(314) 984-80063 Fax

www.siboneylearninggroup.com

www.orchardsoftware.com
WWW.jOUrneypassport.com
www.ca-software.com
WWW.ZAMCO.COM
www.practiceplanet.com

Transfer Agent and Registrar

Registrar and Transfer Company

Artn: Investor Relations
10 Commerce Drive
Cranford, Nj 07016
(800) 368-5948

General Counsel
Thompson Coburn, LLP
Saint Louis, Missouri

Accountants

RubinBrown, LLP
Sainr Louis, Missouri

A copy of the Company’s 2007 Annual Report on Form 10-K filed with the Securities and Exchange Commission (including
related financial statements and schedules but excluding exhibits) is available to stockholders, without charge, upon written
request to the Company or from the Siboney Web page (www.siboney.com). This information can be found by searching

the EDGAR database under Shareholder Services.
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